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PREFAJSE TO THE THIRD EDITlOr^ 


In pre|3arinj{ this edition (which has been seriously 
delay^ owing to pressure of other work) it has been my 
aim, while jsreserving tlie g^ieral charactef of the book, to 
give due .place to the various recent contributions to 
financial theory and to "the latest developments of fiscal 
policy in <fte leading countries of the world. 

Thus, fhe discussions on. the classification of public 
expenditure, the theory of minimum sacrifice as the 
principle for distribution of the public burdens, the con- 
troveAies as to the division of taxatioij bet\?ecn countries 
with a common revenue system, as well as those on the 
true principles of local taxation, have been noticed. So 
have the latest theories on the ever-recurring question of 
incidence. But though we must gladly recognise the 
increased interest that the revival of economic inquiry has 
attracted to the mor» abstract side of financial theory, it is 
yet essential to remember that the new matter is small in 
proportion to the body of pre-existing doctrine. There 
has been jio fundamental change, but only that expansion 
which is characteristic of all scientific study. Hence the 
space allotted ^to the topics mentioned abdve has been 
rl^dly restrict^ {inj their relation to the general system- 
made as obvious as possible. 
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The movements of financial policy if^'fe''heeft similarly 
treated, "fhc: new FrencTi inheritance taxes, tlf§ reform of 
direct‘tft(^tton in'’Austin, the temporary duties in the 
United Stales for the purppses of the Spanish war, asnwell 
as the imptovements tvhich the same event has pib'i 
duced in Spanish finance, all theses have found their 
natura|[ place irf the descriptive and historical najtices of 
the several taxes. The most remarkable, and to English 
t readers the most serious, “of these practicaf developments has 
been the alteration in thi^irection of English financiaf 
policy brought about by the occasion of the South African 
war, but really due to a deeper cause,,viz. the desire to 
secure ‘what is described as a broader basis for taxation. 
Under the influence of this idea, urged by an„ influential' 
section of public opinion and obtaining additional srapport 
from the protectionist party, llie customs tariff has been 
first extended in the form of a revenue duty on-sugar, al:- 
companied by a return to the primitive policy of, an export 
duty on coal, and followed by a trivial, but so far protective, 
tax on corn. These measuits, when considered, as they 
should be, in connexionf with the legislation on matters of 
economic policy of the past seven years, indicate a dis¬ 
position on the par<t of the predominant political party to 
depart from the financial principles which have prevailed 
since i860. This attempt, whatever be its fate, is one of 
great interest to the scientific student of finance. The 
success that has attended the financial measu(es of Peel 
and Gladstone, and the remarkable contrast between the 
position of Great Britain and thaP of other European 
states in respeef to economic and financial conditions, 
suggest the belief that experiments such as the coal and 
com duties are undesirable, while any great e}<;^ension of 
the policy would be hazardous in the extreme.^ 

But whether the general basis of the established English 
revenue system be retained or abarAIoned, it is beyond 
doubt that the growth of expenditure presents a grave 





problem for 4iiA^f^ture. In spite of warnings from re¬ 
sponsible *lhembers of both parties, there bas been an 
automatic increase in outlay tba!5«ne<jessarily involves ft 
hea^yer tax burden. No readjystment of ta.ves |:an give 
escape from this result. The income of the citizen 
may, indeed, be attached directly, or by a series of indirect 
charges. The adoption of the latter method will ngt, 
h^pver, reduce the^an^punt of pressure ; in some‘respects 
it will <decidedly‘aggravate if. Prudent selection of the, 
fibrins of t£wcafion may afford s_^e relief, just as mistaken 
choice will add to the loss, but speaking broadly, Ricardp’s 
emphatic Statement holds good that “ the great evil of 
taxation is to be found not so much in any selecticni of its 
objects .a^ in the general amount of its effects taken 
collectively" (Works, p. 88). It may Jae reasonably held 
that the future progre.ss of Creat Hritain a*id of the British 
ftmpire will depend largely on the course that financial 
policy takes. 

Of alm*ost equal importance is the problem—or series of 
problems—presented by local finance. Expenditure and 
debt are both on the advance in the municipalities of the 
United Kingdom, and, if unchecked^ will compel the 
adoption of new kinds of taxation or ^n appropriation of 
fresh fields of industry for municipal enterprise. In this 
case also there is need for that care and prudence which 
takes remote as well as immediate results into account and 
makes adjquate allowance for risk. A full exhibition of 
national and local expenditure along with the corresponding 
debt figures does not produce a reassuring effect, especially 
when we consider the new claims that a*re from time to 
time arising. Firm financial administration and a wise 
econom)^ of the public resources seem to be urgently 
needed in dl'der to preserve the high reputation that British 
Mlicy has woij for itself. Tbe great difficulty that has to 
^overcome is/iqtftbe weakness of ministers, but negligence 
and want of knowledge on the part of the mass of the 
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community. A better informed an^ «ne«e *easonable 
pubjjc opifiign is an esiifential pre-requisite of'financial as 
»f all oth^ reform%in t|e jnodern State. 

C. I;. BASTABL*£. 

Trinity Coi,i.egb, Dubi in 
/ aim,try 311/, 1903 



FROM PREFACE TO^SECOND EDITION 


Thouch no substantial cliangc has been maclJ in any 
point of cl()ctrine or anangeinent, the facts and f gures have 
bcen*thorouglfly revised and brought, up to date. Many 
important, financial measities have bceif adopted during 
ftie last tliree years, and have required some notice. It is 
indeed, n<;ither possible nor desirable^ in a work primarily 
devoted to the statement of principles, to include all the 
transitory phases of legislative action; but the alterations 
recently carried out in the UnitAi Kingdom and Prussia 
are in.structive examines of the directioi^of rr^odern financial 
policy. . . . They have accordingly* been described in 
tlfeir proper connection, and in consequence of the scientific 
and practical interest of the subject a chapter dealing with 
" death duties ” has been added. A more theoretical addition 
is the neiv chapter on the “ maxims of taxation,” which 
replaces the historical appendix in the first edition. 

It is satisfaetbry fo note that there haj been a distinct 
revival of interest in respect to financial qipestions, as .shown 
by the recent contributions to the literature of the subject, 
the mor% important of which have been duly referred to. 
It may with%ut rashne.ss be conjectured that the chief points 
^ controversy^in the immediate future wdll refer to local 
rather than to impfrtal finance, a statement which is applic¬ 
able to France and the United States as well as our own 
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country, ’^he due adju.stment of the twp’cetapfcmentary 
, systeftis of cefitral and iMal finance" will call for*ftve efforts 
of skilled statesmanShiff glided by sound principles. 

tRc crittiSstns and suggestions made by numerous re¬ 
viewers and cfcrresponderits have been carefully considerefi,* 
and, I hope, properly used. Among published criticisms I 
feel spe/:ially indebted to those by Professors Cohn^ Selig- 
man, and Farnain. Of those made^ privately I wguld 
•particularly mention th^ valuable remafks by Professor 
Foxwell, Mr. E. Cannan, aiul Mr. C. S. Devae. • 


C. F. BAST ABLE. 



FROM* Preface to first edition 


The subject of Public Finance, as distinct frorn that of 
Political Rconomy, has not of late years attracted much 
atterflion in ’Great Pritain. The •very excellence of 
English fi;iancial institutions and management has con- 
ffibuted "to this result by making the need of theoretic 
study as, a basis for practical reforms less pressing. 
Though jOur financial literature is not quite so poor as 
some critics imagine, it must be allowed to be deficient 
in works dealing with the subjeA as a whole. Since the 
well-known book of McCulloch—first, puljjished in 1845 
and now out of print—there has been .no manual available 
f<Jr the studenl. 

Such a want is specially felt in the work of teaching. 
A lecturer who desires to deal with financial questions 
has no text-book—like those at the service of his French, 
German, and Italian colleagues—to use as the groundwork 
of his instruction, hnd is therefore conjpelled to make 
constant reference to foreign treatises noj readily accessible 
to, or easily read by, his class. 

In th^present work I have sought to temporarily supply 
thjs need b*^ going over the whole field <«f Public Finance 
^d presenting the results in a systematic form, so that 
a student may af»least obtain a general knowledge of 
the leading facts and present position of this branch of 
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political science. The selection of topics" ?hc space 
assigned to each have been determined under tH^ influence 
of this guiding idea.* 

Irf deafin^with financial statistics—which have been )cept 
within the narrowest possible limits—I have in most cas(£S'^ 
rounded the figures in order to fasten attention on the 
really important facts expressed by therfi. For the same 
reason in the conversion of foreign rnoney into English 
,I have been satisfied wi^h the approxintatc equation of 
= $5 = 25 francs or lire = 20 marks. The fluctuations " 
of , the rupee, the Austrian florin, and the rouble have 
generally made their conversion undesirable,"'but I have 
sometimes taken them at their exchange value. Finally, 

I should explain that the references are, unless where 
otherwise stated, to the volume and page of the particular 
author. 

C. F. BAST ABLE.* 



[•ND EX 


A 

• 

Ability bs m^ure of taxation, 300-2 
Acts, taxes on, 277, 356, 5%-593 
Adams, H. C,. 36,624, 747 751 n. ; 

accruals, 755-6; deficit, 46 n .; expen¬ 
diture, theory of, 147-8; income lax, 
English, 481 677 tt, ; incid^ce, 

361; inheritance taxes, 606 % ; 
Mimited option,* borrowing, 687; 
on local debt of U. S., 713; on sink* 
ingfund, 703 n ; universality of public 
borrowing, 625 n. 

Administrative supervision, 82-85 
Aides, 340, 523 
Alcavala, 345, 507 

Alcohol, monopolv of, 536, 539 ; taxa¬ 
tion of, 506, 518-20, 527 -8, 538 
Alcss^p, G., 34 • 

Amenca, see “United Slates.’* 

Ancien Regime, 729; farming taxes in, 
523 j indirect taxation under, 522-3 
Apportioned taxes, 273,428, 74^ 
Army, national, cost of, 65-6 
Assessed taxes, 30S n., 500 
Assessment, triple, 479,500 
Assessments, s^ciaT, 164, 166-7, 402-4 
Audit of accounts, 759-i^; appropria¬ 
tion, 759 * ^ 

Auditor>Genera 1 , see Comptroller-C^n- 
eral. • 

Audriffret, de, 28, 758 n. * 
Augustas: inheritance tax of, 5QI 
Austin, T., 42, 165 

AustralOian Colonies: financial sys- 
t|p, 129 fu ; inheritance taxes, 6q^ ; 
methods ^f borrowing, 691; public 
debt of, 0^7 i public land^ in, 175 ; 
railways, 221^2^ 

Fim. 


Austria : public debt, 656 ; forests, 188 ; 
house tax, 447 ; income uix, 487 ; 
internal taxation, 535; lands, 172; 
land lax, 437 ; nj^wspaper duly, 579 ; 

^ ec/reis, 5^-6; railways, 219; 
trade tax, 461 

Austria-Hungary: financial system of, 
128, 328, 329 ft. ; tarifi', 568. ^.See 
also ‘Austria* and %l I angary.’ 

Av,^bury, I.oid : 370, 371 , 388 

468 , 696 n. 


B 

Badkn : capital, tax on, 454; debt, 652; 

industry, tax on, 461 ; railways, 219 
Baden-l’owell, B. II., 174 n. 

Bagehot, W., 658, 74S ftp • 

Balfour, A. J., 353 ft. 

Banks, state, 233-4* 

Bardi, the, 620 

Ba.stiat, i86, 205 ; on taxation, 283 
Bavaria: army, 122/t.; capital, tax on, 
454 J debt, 652 ; industry, tax on, 
461 ; Ian<l, 172 ; tax on, 436 ; post 
office, 206 ; railways, 219 
Baxter, Dudley, 35 
Beccaria, 80 

Beer duty, 515, 517-9, 525, 533 • 

Belgium : expenditure, increase of, 140; 
land tax, 435 ; octrois, abolUio^ 0% 
%o6, 546; railways, 220 • 

BengaK land settlement, 173; opium 
reguMions, ^7 • « 

Bentnam, 52, 77, 80, 318, 4^6, 581 
Ber^regal, 192 

Berlin : beer duty, ^5 ; gasworks, 200; 
water supply, 109, 2'^' • 



774 


INDEX 


Benii ii8; postal convention, 208 n .; 

•state treasure, 613 ^ 

BMckstonc. 154 161, 2^0 n, 

Blunden, G. H., 35, 321 /i., 407 «.*, 440 
482 677 

Bluntschli, 52 * 

Bodm,J., 19-20, 155, 300 
^Boisguulebert, 22, 340 
"Bolla, 507 

Bolles, A., /quoted; 653; on cost of 
U.S. civil war, 131 «. 

Booth, C., 90 n. 

Brazil: export duty in, 569; railways, 
221 

Bro&Jli, 33 

Budget, the, 5, 730; definition, 734; 

preparation, 735-41; vote, 746-52 
Budgets, special, 739 ^ 

Burke, E., 757 

Business, taxes on, see * ‘ Gewerbesteuer'* 
and ** Patente.** 

Buxton, S., 35 


Ca<fas/rey 429-31, 

Cairncs, J. E., 64, 668 «. 

Cainbon, 644 

Camerahvissensckafty 8, 20, 28, ^01 
Canada, Dominion of: land revenue, 
175; railways, 221 
Canals, 212-13 

Canard, N. F., 14M., 28, 369, 371 
420, 441, 674 ^ 

i» Caiman, E., 35, 335 336 n. ; * inci¬ 

dence,’ 361,* postal revenue, 210 n. ; 
rate, meaning of, 269 «. 

Capital, taxes on,^?'2, 289 90, 311-12, 
452-5, 591-2. .SVtf also “ House 
taxes.” 

Capitation tax, 465-8 
Carey, H. C., 186 
Carlyle, T., 613 
Carnegie, A., ^ 

Carolingian Empire, 727, 742 
Cato, 4^8 n. 

Cetjtralised monarchies, 19 
Centimes additionels, 406, 441, 446, 

thal?iiers, 665-6, 668, 673 ^ 

Chap^nan,. S. J., 35 r. 

Chplemagne, 181 o* 

Cnarles I.# 203, 515, 6^ 

* Charles II., 515, 521 

Childers, H. C, attempted conversion 
by. 638-9 • 

Chile: expwt duty, 4 >9; railways, 221 
Churches, ttt^bltshea, 98-100 


Cincvtiuutf HMMcsswetn; «n -.|ifg|i!en^-4 

' 474 » ■ ' - 

City finances, 19State, J|4, 
Clfmageran, J. J., 28 - 

Cobden, R., on govAnment faeioiy’^ 
accounts, 195-6 ».® 

Cohn, G., 32, 132, 147, 223, 227, 276.. 

202, 314, 319, 326^413 
Colbert, 21, 26, 49, 412, 522, 503, 
6 | 3 , 736 •> 

Commune, 189-90, 250, 391, 406, 409, : 
713, V20, 764 

Comptroller-General: his functions, . 

7S7-to 

Comte,*A., 51 
Condorcct, §f>2 ^ 

Conigliani, C. A., 33-4 
Conjuncturgewinn^ 325, 582 
Conrad, 32 

^Constkuent Assembly, 237, 52J 731 • 
octrois abolished by, 523, 543 
Constitutional expenditure, ic^7 
Consumption taxes, direct, 497-503 
Conversion of debt, 705-7 
Copyholds: legislation, 237 
Corppration tax, 332, 333 454, 

46^-2, 475 «* 

Corvie^ 264 

Cossa, L., 6 «., 33, 265-6 
Cour des Comptes^ 760-1 
Cournot, 28, 375 n. 

Culturstaat, 52 
Customs duties, 551-73 


D 

c 

DANIRI.S, W. M., 2 36 

Darwin, C., on Fuegians, 53 
Davenant, *22 

DeathHuties, “Successions.” ii 
Debt, local, see “Local Debt”j-r— 
public, amount of, 626-7 } conver^on 
of, 705-7 ; development of, 62 It 4.> 
evils of, 624-5; floating, 694-5 } 
forms of, 685-91; history of, 629^^7 f ' 
inconvertible prfper, 695-7; pr^aire, 

» 0*1’, 680-4; redemption of, 698-705 ; 

theory of, 658-79 ' - 

Decker, Sir M., advocates single tax, 

. 22,340 

Degressive taxation, 316-17 « 

Devas, C. S., 248 n., 309 421 ^ 

Dicey, V., 161 

Dietzel, C.: his debt theei^r, 134 it., 

666 * i>. 

Dilke, Sir C., 67 605 Ht* 

nStf* < VatiKin * 



INDEX 


775 


iHrect QuDtttbn, compKioa wun inairect, 
349 <f> j vuious minings of, 371-3, 
347-9 • 

Oogtu, SOI \ 

Domain i forests, •86-90; industrial, 
191-331: lands, 169-S6; meanings 
of term, 349; unproductive, 346-8 
Domesday Bwk, 439 
Double mxation, 333-4 
DoweU,S..3S 
Du Pont, 34, 49, 391 
Dunoyer, 51 


E ^ 

E^nouy, state: characteristic features 
of; 43-7 

E^eworth, E. Y., 35, 449 «.; inci¬ 
dence,* 360 n. ; indirect taxation, 
353 «•! least sacrifice) principle of, 
302 

Education) gi-S ; technical, 96-7 
Edward III., 620 
Edward IV., 203, 620 
Eheberg, 32 

Ehrenberg, R., 621 643 «. 

Ely, R. T., 37; definition of tax, 268; 
property tax, 474; railway taxation, 
578 H» ; state income taxes, 475 n, 
Emerson, 625 n. 

Emphyteusis^ 167, 183 
England, Bank of; 744, 758, 

England : advertisement duty, 578-9 ; 
audit, 756-8; budget, 735, 737, 747, 
748» 753 5 death duties, 5^-602; 
debt^ national, history of, W9- 42 ; 
—, local, 713; direct consumption 
taxes, 499-501 ; excise, 514-22 ; ex* 
penditure, increased, 138-40; financial 
control, 729-31, 756-0 ; house Axes, 
444-5 ; income tax, 478, 479-83 ; 
land tax, 238; land, taxation of, 431- 
432 ; lands, Crownf 170-1; municipal 
. industries, 198-202, 225; poll-tax, 
466 j post office, 203-4, 207-8; 
railway passenger taif, 57^7 J savines 
bank, 234; stamp duties, 584-5 ^ 

Ergdntu^pstEier^ 476 • 

Estate duty, Lord (loschen*s, 597/1., 
598; new, 599 • 

Eacliequet, the, 727, 757 
Excise, the, 504; development o^ 
514-22 

Expenditure|i|Hiblic, 4; extraordinary, 
130 sq »; increMAA^i 138-40; limits 
136-7? productive and unproduc- , 
«ve, 134-S • 


Export uunes, 553-3 j decline of, 553; 
* examples, ^69; incidence, 571-2 


Falck, 32. 365 

Farming taxes, 552-3, 742-3 

Farrer, Lord, 75, 407-8 

Fawcett, H.: Indian budget, 230; 

incidence of rates, 452 n . 

Federal State, 117-18, 128, 329, 409 
Fee principle, 212 

Fees, 155-7; administrative, 242^; 
educational, 93, 244; judicial, 

241-2 ; position of, in finance, 159-61, 
165-6, 240 

Feudalism, 18, 5^ 159 726, 728; 

based on contract, 298 
Finance, meaning of i «. 

Finance Act, 1894, 334 492, 

598-601 

Fifance, public, an*economics, 7-9 
and history, lo-il; and statistics 
II ; method, 11-14; scope, 3-7 
Flora, F., 33 ^ 

Florence : linancial theories in, 19 
Forests, stale, 186-9 
Foville, de, 681 n 

Fowler, Sir II., on local taxation, 431, 
445 • 

France: acts, taxes on, 585-7 ; budget, 
735 . 737 . 749 . 754 5 1 canals, 212; 
capitation, 466; commodities, inter¬ 
nal taxes on, 2j 522-8 ; communi¬ 
cations, taxes on,577;customsduties, 
563-6; debt, history, 4643-9; —• 
present position, 649-50; expenditure, 
increase of, 140 ; filiancial studies in, 
27-8; forests, 171 ; house tax, 445-6 ; 
income lax, proposed, 489 ; lands,' 
public, 171; land tax, 432-4; law 
taxes, 581; octrois^ 543-4 ; Pateute, 
457-60, 463; potf^ office, 204-5 » 
railway policy, 215-7 ; succession 
duties, 602-4 r tobacco 
‘ * 97 . 525 

Francis I., 620 
• Frederick the Great, 62, 613 
Frederick William L, 613 
Frefcinet, de, 105, 648 


G 


Gains, 169 n, 

Gallatin, A., 703, ™ 
Garelli, A., 33 * f 
Garnicr, J., 28, 300, 4 


416 



776 


iKDBX 


Gftudin, 35«, 6|5 

Geficken, quoted, 66 , 

'Genoa, Bank of, 621 t 
^orge lit., 559 • 

Georgia: property tax, 473 
Germany: commodities, internal taxes 
on, S31-4; customs, 567-8; debt, 
65^2; financial studies in, 28-33 
Gevoerbesteiur^ 460-1 ' , 

Gide, C., quoted, ^94 «. 

Giffen, SirR., 295, 320 370, 

394 w., 682 n.y 698 n. 

Girardin, B» de, 342 
Gladstone, W. E., 36, 46 331 

584. 594. 597. 635. 637: con- 
demnation of borrowing, 675 » 

income tax, character of, 481 ; ex¬ 
penditure, increase of, 138-9 ; succes¬ 
sion duty, 598 » 

Gneist, 79, 306, 768 
Goschen, Lord, 91, 236, 243, 440 ti., 
444» 597 601 752 n; debt 

conversion, 631?; debt treatment, 
637 ; localisation income lax, 3^ ; 
local taxation, chaos in, 116 
GraubUnden: income tax, 487-81 
^property tax, 471-2 
Graziani, 33 * 

Greece: ancient, 17; land tax in, 435-6 
Grenville, 680 
Grist tax, 529 
Guyot, Y., 342 ' 


IIadi.t, a., on certainty in taxation, 
420 n. 

Ilall. H.. 3i 
Hallam, H., 620 

Hamilton, A., 328, 329369 SS®. 

, 652. 703. 736 

, Hamilton, Sir E. W., 263 «., 370, 
371 404 408 «• 

Hamilton, R., 2%n., 131 631, 636, 

664, 692, 701, 703, 705 
Hancock, W. N., 342 «. 

Hatcourt, Sir W., 752 «. 

Held, A., 366, 416 

Henri IV., 613 , 

Henry VHI., 171, 203, 613 
• Hn-mann, B. W. F., 292, 306, 318 
Hesse: budget, 753 ; railwtiyi 2x9^ 
Hewins, W. A. S., 412 »f. ' » 

»Hill, R.. 204, 207 , * 

Historidkl school, 30, 307* 

Hock, Von, 29; limit of expenditure, 
136; cla^hcation of taxes, 277; 
rules of taxation, 

HoffmanK 29, 276 X 

e 


Hoik 

Hdnand rpio^ty tax, 4 
220, 225; stajiap dtlfi 
^ in, 579 ''If' 

Hollander, J. H., 3^, 

Hops, duty on, 51^^ ' * j 

House taxes, 397»443TSai inddenee' 
of, 400-1, 449, $2 
Howard, 80 . 

IHime, D., 23, 98, 102; profits, taka- 
lion of, 284; public debts, dSect of, 

633^4 

Hungary: commodities, internal taXM 
on, 53s/debt, 656; house tax, 447; 
lai^s, 172; land tax, 437, er7m>, ,"r 
54$; railway.^ 220; zone Uriff, 

«. 

■ 


Huskisson, 345, 517 


IMPORT^DUTIBS, 553; increase of 
569-70; incidence, 572 

ImpH cU quotitiy 

ImpSl lie rfpartition, 273 ». 

ItifSt foncier, 237, 272; 273, 276, 433, ; 

^459 

Incidence of taxation, 13, 360-88,- 
439-42, 449-52. 454-5. 463-4, 468, 
493-4, 548-50, 570-3, 577-8, 588-9. 
607-8 

Income, taxes on, 477-94 

India : export duties, 569; forests, 1884 
industry, 196; land systems, 173-^4, ‘ 
430 «.; railways, 222; tefenue ’ 
system, li, 256-7, 537-8 

Inheritance, taxes on, see “Succes¬ 
sions.” 

Ireland; income tax, 438, 480; inter¬ 
mediate education, 94 «.; land, com- 
p^ition for, 184; local debt, 713; 
spirit duties, 519; taxation of,* 295, 
330-*, 432 i tea 6uty, 353 «.; 
tobacco, 521 

Italy: acts, taxes on, ^87; custom 
duties, 566; debt, public, 650-1; — 
local, 713; expenditure, increaje of, 
*140; finance, study of, 33-4; income 
tax, ,483-5 ; internal Uaxes, 529-31; 
land tax, 434-5 i ec/reis, .394, 5 JO, 
54,^5 f railways, 22Q; succession 
duties, 604 


Jacob, S66 
James II., 203 ' 

» J^, culture system In, 23J 



INDEX 


77: 


JewM, W.%., 35, 124, 226, 3i>?, ^82, 

J09 * • 

Joitj, 21, 136, 155 166, 177, 318, 

4«a ^ 

Jnstice, cost <n, 76-9 


K 

Kaizl, 32 , 

Kinley, D., 37 
Kloek,4io 155 


L 


Lacava, P., 34 

IMssex-faire, 49-51, 84, tof , 
Lend, nationalisai ioi^of, 176 -7, 185 ; 
—, public, —, laxa- 

tion of, 425-42 
Aisaalle, F., 507 ». 

Lavelne, E. de, quoted, 435 ». 

Law, J.96OT * 

Law, " Justice.” 

Lecky, W. E. H., 3I2« 

Legacy duty, 597 .. 

Leroy-Beaulieu, P., 28, 283; incon¬ 
vertible paper, 696 ; increased expen¬ 
diture, 136,141; Iwal taxation, %>7; 
progressive taxes, 304, 309 31*; 

scope of finance, 5- 6 
Leslie, Clifie, 35, 64 66,348 354, 

366, 367, 668 «. 

Lerasseur, 306 
Levi, L., 35 

Local debt, 712-22 ; increase of, 712 -4 ; 
reproductive, 714-5: — expendi- 
tSe, heads of, 119-25; — finance, 
15,115-6,119-27,166,198 203,225, 
25043. 389-4 'o, 502-3. • 542-S. 

712-22,762 ry. ; — government, con¬ 
trol of central over, 126-7, 40S-10, 
•62-9; sphere off IIO-19, 
189^^ ( — taigition, 

S 42-5 

*2. 341. 362-3, 368 
G, 329 >t- 

Lotteries, state, 234-S 
Louis XL, 204; — XIV., 644 
Lowe, R., 754 «. a 


721-2, 7 

389-408, 
Locke, J., ; 
Lodee, H. 


M 


Madras, land settlement in, 430 m, 
Maine, II. S., 34, 159 n. 

* Malchus, 66^ 

Malt tax, 5t5 518-19 • *• 

Marshall, A., 289 n., 294 »., 31$ n. 

325 «., 382 «., 592 »., 720 » 
Martello, T.,*33 

Mase-Dari, 33, 305 b., 726 »., )»47 s 
Matricvtar-btHrdge, 256 n. 

Mazarin, 43, 685 
Mazzola, U., 33 ’ • 

Mechanical revenue, 249-50 
Menger, 307 
Menier, 342 

Mercantile system, 20, 553, 554 
Mercicr dc la Riviere, 291, 347 * 
Meyer, R., 32 

Mill, J. S., 285, 30(;, 352, 368, 708; 
government, fipictions of, 47, 50-1, 
56, 84; income tax, 462; loans, 
a Chalmers’s theory of, 665, 667-S ; 
net produce, 292, 294 ; savings, ex¬ 
emption of, 493 ! suhsistcnce, mini- 
%num of, 318, 120 B. ; taxation of 
capital, 289 : direct and indirect, 

271 ; —, equality of, 301 ; — of 
ground and building rents, 449 ; — 
property transfers, J^8; —, SmitVs 
maxims of, 413 b., 414 ; taxes, clas- 
sihcation of, 274; incidence of, 
g66; — on profits, 285; — progressive 
inheritance, 590 «. ^wealth, distribu¬ 
tion of, 296 
Miller, A. C., 692 b. 

Mines, 191^ 

Mirabeaii, iT. G., 267 
Miraheau, V., 24, 306, 341 
Mobilier, 445, 457 a 
Mollien, 645, 758 b. 

Money economy, 237 
Montesquieu, 22, 64; armaments, 63 ; 
public debts, 662-3; taxation, defini¬ 
tion of, 266; —, progressive, 305 * 

Mmts de 235-6 
More, Sir*, 19 ta, 

Moulton, F., 35 

Municipal trading, 197 n., 200 b., 

767 «■ 

Murray, Sir G. H., 371 B., 401 it., 

' 406 B. 

* 

N 


Macaulay, T. B.,' 13, 629, 66J, 708 
Macchia^lelli, 19 

McCulloch, J. R., 27, 34, 306, 33f; 

, profits, tax on, 284-6; taxation, diver¬ 
sity o(, fSS! tithes, incidence of, 
379 , 439 • • 

McNeil'Oord, 123 • • 


Nafolb^n I., 482, 634, 645* 647, 7^0 
Navy, cost qf 6;^8 • 

Nebertius, 29, 666 
Netherlands, the, su “ Holland. 
Neumann, 32 ^ 

Newcomb, S.,^8J 



778 


INDEX 


N^wmaii) F, W., 308 tt. 

New Y.oik: assessment of property, 
' 474; inheritance tax, ^5 * 

Rjcholsop'J. S., 35, 366^71 "m 381 
414, 602 ft, ; expenditure, theory of, 
145-9 ; progressive taxation, 309 
3lo«., 312 313 ' 

Noblp, J., 35 
Northcote, Sir S., 637 
Norway ; forests, 188 


OctroiSy 542-7 ; defects of, 394 
Ohio : assessment of property, 474 n, ; 
f.;terilancc tax, 605 ; land tax, 
427 n. ; proj^erly tax, 473 
O’Meara, 35, 407 n. 

Opium, .monopoly of, 197 
Organic revenue, 249r 


Palgrave, R. H. I., 35 ; amount of 
national debts, 02^ ^ 

Parieu, E. de, 28, 265, 276, 279, 306, 
3*4 

P^ris: deVit, 713; gasworks, 200; 

octrois^ 5445 ’vater supply, 199 
Parnell, H., 27,4471., 19671.,480, 
PatenU^ Droit de^ 457-9, 4^, 462, 463 
Peel, Sir K., 43, 46 71., 636, 75478. ;#e* 
establishes inor^me tax, 480, 482 
Penal system, 80-1 
Personal taxes, 272 
Peruzzi, the, 620 
Peto, S. M., 35 
Petty, Sir W., 22 

Physiocrats,f23-4, loi, 177 ; education, 
92 n, ; impdt unique^ 341 ; indirect 
taxation, hostility to, 507 n. \ produit 
net, 291; taxation, incidence of, 
363-4,380 

■ Piernas Hurtado, J., 34 
Pitt, W., 27 51O, 550 , 597 . 757 ! 

assessed taxef^^ 500 J df6 , treatment 
of, 633-4, 092 : sinking fund, 633, 
702-3 ! 

Plehn, C., 2 36, 164 165 

^ 6 o»., 72 S».tcla 5 sificationofrevenue, 
167-8 ; expenditure, theory of, 147 
(.Police, 79-80; nieanii% of, 79 ». 
Polpcai economy, 7-8 
Poliiical science, r ^ 

PMitnstaatf 52 »■ 

■Poll tax4M< “Capitatfen.g 
Poor relief, 85-90 j a local function, 
123 \- 

Portugal! aforatn^, 183 n ; land tax, 

0 : ' ' 


Po^ 09 c*, 20}iKJ. 575-^ 

Ptiire,.R.; 701-2 7' 

Probate duty,^S9r 

Progressive t^tion, ^5;s;a|^isuc*t ■ 
» of, 315-16 i objectionsTo, 3(^13 ^ 1 
Property taxes, 46^ * .'i' 

Proudhon, dehnitiSl of taxat^ iTjft* 
266; progressive taxation, 313 *,' f; 
Prussia: army sys{em, 64, 69; bust-'- 
ness tax, 4to; class tax, 466; debt., 
*51; economic reveniw, 25jr6t ex¬ 
penditure, 140 i house tax, 447 J in-V 
coine tax, 315, 485-7; lands, 1725 
land taxyi36; local government, (J9 37 
lottery,*235; mines,^192, 193; pMr 
ofite, 205-6; properly tax, 476 
railwayi-^iS.^ 227, 228, 232 ; S»C?' 
cession duties, 604 ; treasure, tiat^f 
*613 J waterways, 213 «. .94 

Pym, introduces excise, 315 
. < .0 V, 


Qursnay, F., 24J> 49. 34'. 3^3 «'•. 
384 «. ; his maxims,'23, 136, 291 


Railways, state, 213-28; taxation of, 
576-8 

Rated tax, 273 

Rau, K. H., 8, 29, 314, 666“, fee*,: 
originates distinction of, I55“7, |j66.-j 
taxes, his classihcatioii of, 276 ' , 

Real tax, 272 , t 

KechUstaatj yl" 

Revenuf, taxation of, 288 ry. 591-2 j 
public, forms of, 153-^8 
Ricardo, D., 27,416; capital, taxation 
of, 288-9,592 ; debt, payment of, bjr . 
general contribution, 707-8; distn- 
bufion, theory of, 378; expendbute, 
146; bouse tax, incidence of, 449 i 
national bank, 234 «.; necessaries,, 
taxes on, 280, 386; pto6ts, incidence 
of tax on, 380, 382: sinking fohdi 
criticism of, 636, 7031 tax^pn, f 
incidence of,^ 3^5“6; his theory^' 

’ 'criticised, 366-8 ; —rjireferable tO' 
borrowing, 664-5; takes,glassifica¬ 
tion of, 274; tithe, incidence of, 
379(- 409 ; wages', taxes on, 29;^ 

Ricca Salerno, 33 " 

Richard II., 620 

• Robinson, 520 " 7 

, Rogers, J. E. T., 33;«a<h*n estetC; 
171 ; Adam Snfltb’scwaxims of Ujta- 
«ion, 413 " « ' 



IJSUSX 


77? 


0<MO Bttfue, i7-i 8 ; t»xes 

•*4 5?8i 74>« •"'d tax,4*7-5; Igcal 
MonnStilktinD, 113-4 
me, wt mitte*, i^v-i 

W.^*9^ J2, 43; ■ expenditare, 
kin(]soi^47;—wcreasaoT, 140; coiB- 
inunistic tende^ in, I4* ; regalia, 
*39: tax, definition of, *6$ . 
osebeiy. Lord, quoted,.€9a 
osewater, V., 37, *166 
MS, E- A., 37 
oiusdiu, J. 306 
ow-Fogo, J., 407 408 ». 

iBsia; capitation tax, ^67 ; debt, 
i lands, public, IFI-3; rail¬ 
ways, 2*0-14 commodities, lafaiion 

rf, 535-6- 


MT, 1911193 i tax, 515-7, 5j>2-4, 
5*6, J29.*532. 537-8 
ireent, L. W., 35 
ivuigs banks, 234. ^ 

ut. 3*! progressive taxation) 307, 
$14 n, ) rigaiiat <5^ 
utonyi debt) 652 ; income tax, 461, 
467, 4^5, 487 ; lands, public, Sfi ; 
railways, a 19 % 

ay, J. B.« 27, 33 ; his golden maxim, 
140prc^ressive taxation, 306 
ly, JL^on, 28,439 ft., 687 tt. ; income 
taKw 489 I octrois, reform of, 547 ; 
progressive taxation, 304, 309. 
aver, B,, 27, 480 

juMe, A. E., 30, 32 ; octrois, 546 n. 
Slot, G., 32, 593 605 

Sbamhorst, 63 

chmult, 32,318 • 

chm^ier, 30, 32 
^hoaberg, 32 

(Gotland : debt, local, 713; fand, faxa> 
tioD of^ 433 { spirit duties, 286, ^9-20 
n^orage, 243 

eligman, £. R. A., 36-7; 270 n., 
3^ "•> 32^ classifi* 

camu of public revenues criticised, 
163-71 house tax, incidence of,44^<., 
451 n. } inheritancf {ax, nature of, 
594 H:} local taxes in U.S., i|^; 
progresuv^taxation, 304 309 

31211.9 313 ' 

ehipr^ N. w.: tithe, incidence of, 379 
fttgwici^ He : con-sumers’capitll, 290; 
•x|>en(nture, adequate, 43; indirect 
taxation, 3^3 », ; inheritance taxas, 
59 $: Ht^,J^sez-/aire, exceptions to, 

5^» ^ ^ • 

ifvclidr«.B}r 7..%7 m, 664 


Sinking fund, the, 63U633, 635, 6^ 
654, 701-4 I / 

%Sismondi, S. de: maxims of fiixydon, 
415-6 ; nifinmum of subsistence 
emption of,^18. • 

Smith, Adam, 4, 6, 7, 20, 24-6, 29, 
33, 82, 86,tfoi, 106, 161, 232, 290, 
368, 387, 515, 542, 666; alcavala, 
345; ajfmies, development of, 01-2 ; 
hia theory criticised, 62-3 ; Bohemia, 
survey of, 430 chur<;}ie8, estab 
lished, 98-9 : canals, 211 ; comniodi 
ties, taxes on, 352; debts, public, 
evil of, 663-4 ; defence, cost of, 58; 
education, 92-4; ex{'>enditure, pro' 
ductive, 134; government, fun8tk>n! 
of, 49-W, 52, 56 ; ground rents, taxa 
tion Ob 335. 449; liouse tax, 444 
44S ; import duties, functionof, 554 
incomelax,4.6^/.; inheritance(luties 
^incidence oi, 607; interest, tax on 
380-1 ; inventions, premiums for 
104; justice, 74, 76 ; leases, rcgisie: 
^of, 428; pawnslihp, public, 235 
•post office, 203 proads, 211 ; revenue 
public, classification of, 155 ; S]>ain 
cause of decline of, 345 ; state lands 
*77"9> treasures, 613; taxati^Tn 
incidence of, 364-5,* 385, 449, 571 
588, 607 ; maxims of, 287 413-5 

source of, 278, 288, 292; taxes 
classification of, 27^-4; transfer o 
property, incidence ()f tax on, 588 
transit duty, incidenceof, 571; wages 
tax on, 385 

Socialism, 251 ; state, 247 
Sonnenfels, 21, 166, 318 
Sorel, A., 22 ^ 

Spain; alcavala, 345, 507? inc<nnelax, 
4S5 ; land tax, 433 
Spencer, II., 41 208 

Spirit duties,Alcohol, taxation of.’! 
Stanhope, 631 ^ 

Slate functions, development of, 53-5 
Statistics, of, in finance, ii 
Stein, L., 3^1, 32 ,^^m8irt, *249; 

taxes, reproductive, 369^0 
Stewart, Sir J., 23 . 1 

Stourm, 10 tt. , ?8, 732 
Succession duly, 597-8; taxes dh, 
590-608 

Sugar tax, 5i3-4»S26-7,532-3, 540^6^ 
Suiy, ^2, 613, 643, 736 9 

SwitcerAnd: alcohol monopoly, $39^/.; 
army Ixpend^ure, i22 n ,; furell9» 
placed ufkier federal go^nment, 
190 ; income taxes, 487-8; inherit* 
ance taxes, 604*^ ; property taxes, 
471-1 - . 



78 o 


INDEX 


T 

\ 

TAC^r'Us, 362 n. 

42^, 432 » 4(>9 
Tax, dcljr ’iion.s of, 262 6;' 

Taxation, cani<ns of, 411-21; <lis- 
tribulionof, 296 337 ; forms of, 33^“ 
359 ; inci'lcnijc of, .\fc: “ Ind'lenco.” 
I'axcs, classificali»>n of, 269-80. 

Tea duly, 562 
Thc'-xlosian code, i 7 n* 

Tliicrs, 369 

'I’hurn and Taxis, 205 

Tobacco monopoly, 107, 51 J, 3’2, 329; 

— tax, 497 521, 533 4 -’ 53 ^ 9 

Tiar'-.d duties, 552, 554, 563, 569: 

incidence of, 57 i 
'ricasurcs, .slate, 6r2- 18 
'I’lirgot, 6?/.,24,49, 101,644; educaiion, 
«)3 ; tmpi'l Ktiiijtic, intercsl, 

291 2; C(Oe/y, 341 ; profits, tax op, 
380; wa^cs, subsistence, 291 //. , 
lax on, 389 

U 

l'^fI“KKN^AC!^, 32, 140 
Ur tinned increineiil, 179 ; lux.'.lion of, 
324 7 

United Stales ; asse.ssinenls, .specal, 
402 4; audit, 760; bml^ct, 747, 
751; coniniodiriiis, intenial luxes on, 
1 'y coiiiJ.-il, financial, 731, 
7351 cust->his, 568; del't, 652 () ; 

local, 713-4 ; <iiiccl consimi|nion 
taxes, 5<»2; I'inama,':, study of, 
36 7 ; income tax, 488; ];uid, luxa¬ 
tion of, 437; lan<1s. pufdic, 175; 
poll l.ixe-.,- 467 ; pro[-)ei'ty taxes, 
473 -5 i treasiiiy, 41S 75S-9 

Universilies. 94 6 

V 

Vandf-KI.int, 22 ; land, .sinvte tux on, 

3411.36.3 

Vauban, 12; '.tih/ie royalc, 340 341 ; 
taxaiion, p nerality of, 303 ; maxims 
of, 412 

Venice, loans of, 621 
Verri, 412 
c’ignes, 28 


viii^^e, 7^36 , 'r 

Vili de I'^arco, 33 
Vocke, 32 
Voltaire, 662 

Voluntary service: edacat'onal, 97-8; 

-Jiniiciul, 79; militar”, 67 
Vuitry, 28 

W 

Wages, taxon, 367 468; incidence of 
lux on, 384-6 

WiJ^mer, A., 29, 32, 2S7, • 414 : 

luxaUon, iiefiniiion of, 268 n.\ 
|)ulitico-soci!il view of, 268 n., 335 ; 
rules i)f, 4 5 , 417/I. ; taxes, classifica¬ 
tion of, -.76 ; war, advantages of, 70 
Wulkcv, F. 37 

W.'dker, F>',A., Adam Smith’s 

riiixims, 413 n , 415 
Walpole, G30 ; customs, treatment 
549; excise sciieme, 507, 516, 517 : 
sin! ing fund, 631 
Walrus, L., 307 

Warfare, cost of, 69 71 ; preparation 
for, 59 ,9 
\VehrsttUC)\, 467 

Well.‘5,D.A.,36, 37 ; internal taxation in 
property i:t.x, 474; sj»irit 

fkuie.s, 539 

V. e.st, ^7, 590 //., 592 n. 

Wicksell, K., 34 
Weiser, 307 
Wilson, A. j., 35 
Wilson, J., 56*>//., 571 11. 

Wine duties, 522, 527 S, 53S, 562 
\Vurlerril)crg ; dela, 652; forests, 172; 
imiustry tax, 469 ; railways, 219 

X 

Xrnoihon, 17 

YgOng, a., high rents, effect of 
286 n. ; on nmUiplc taxation, 34+ 5 

/ 

y.'oUverein, 532, 567 

Xone tariff in Hungary, 22») n. 

Xorli, 33 

Zurich : income tax, 316-7, 487 ; pro¬ 
perty iax, 471 


THE END 


PKIN'll’^O IN GKBAT BRITAIN BY R. CI.AT AND iOM*. J-TD,,! 
BBONSW '.K JT., STAMFORD ST., ®.B., AND BIJKOAY, ?**rFOm 








CONTENTS 


INTRODUCTION 

• *. 

CMAPIER 1 

§§ I, 3. Nature and scope of Public Finance, § 3. Its relation to 
ec<^omics. § 4. To history and statistics. | 5. Its appropriate 

method ; must combine induction and deduction. § 6. Outline of 

• ¥ 

present Wk>rk.pp. 1-15 


CHAPTER 11 

Need fcr studying the development 01 financial theory. § 2. 
Reasons for its absence in ancient limes. § 3. And in the Middle 
Ages. City finance. § 4. Its commencement. Hodin. § 5. The 
(ierman Cameralists. Vauljan, Monles([uieu, Ilujve. § 6^ The I’hysio- 
crAs : their influence. § 7. Adam Smith’s Wealth of Nations ; its 
position and merits. §8. llis PZnglish successors. Modern French 
writers. § 9. The German followers of Adam Smith. Later 
financial theories in Germany. § 10. Financial writers in Italy. 

§ II. Other countries—Holland, Spain, &c. § J2. Recent English 

works on Finance. § 13. Financial theories in America . . pp. 16-37 


BOOK I 

PUBLIC EXPENDITURE 

CHAPTER I 

STATE ECONOMY. GENERAL CONSIDERAflONS 

1. Expenditure necessar^in all economies. § 2. Special features of 
public economy. | 3. Classification of public wants byj. S. Mill 




Tiiv , COIfTENTS 

« 

and Roschcr. § 4. Theories of Sute functions.^ Patfi&mljtovern- 
Lais^i ftUrtn Adim Smith’s statement. J. SIU Mill, 
c Modern position. § Th^ development of State functions in the 
several social stages. § Permanence of certain wanU. § 7 * 
dommoditiSs and services both required. .... pp. f t -57 

4>r> 


CHAPTER II 

THE COST OF BEFENCF 

M *' (1 

'§ I. Increase of expenditure for this cbject. $ 2 - Partly in preparation, 
partly for actual warfare. §§ 3, 4- nevelopment of 'he military 
•organisation. Its dependence on economic conditions. § $. Volun¬ 
teer service. § 6. Cost of navies. 8 7 - Growing cost, of war 
wirr//vV/, possible alleviations'. § 8. Cost of warfare. 8 9 - Sum¬ 
mary. Note ..PP* 5®^73 


CHAPTER III 

JUSTICE AND SECURITY 

8 I. Importance of the function, its extent. 8 2. Its development. The 
fee theory. 88 3 . 4 - Compulsory and voluntary services. § S- 
Police expenditure. 8 b. The prison system.Pp. 74"Sl 


, CHAPTER IV 

ADMINISTR.ATIVE SUPERVISION. POOR RELIEF 

8 I. Decay of state regulation ; its revival. 8 2. Reasons for this new 
growth. 8 3 ' Tests of its expediency. § 4 The problem of poor- 
relief. Conflicting arguments. 8 5 - Practical result. § 6. Other 
modes of assistance.PP* 82-91 


CHAPTER V 

EDUCATION. RELIGION 

8 1 . The State in, relation to education. 8 2. Primary education. 8 3. 
Secondary education. § 4 - University education. „ 5. Technical _ 
education. 8 6- Other means of culture. { •V^>lt(pUry aid. 8 8. 
Religious endowments.. • PP' 92-100 










3CV 


CHAPTER VI 

EXPENDITURE ON INDUSTRY AND COl(|^ER{E. CONSTITUTIONAL 
AND DIPLOMATIC EXPENDITURE 

111 expenditure partly for economic en'cls« § 2. Action «f the Stale 
to encourage industry generally. § 3. Assistance lospecial branches 
of industry and commerce. § 4. Over-expenditure for this purpose 
rare. §§ 5, 6. Mliintenance of the GovernmenL* § 7. Cost^of *• 
public debt and revenue collection.pp. iot-109 

CHAPtkR VII 

CENTRAL AND LOCAL EXPENDITURE 

§ I. Real unity of gentyal and local government. § 2. Differences in 
local government the result of historical conditions. § 3. But^ct 
conform to general principles. § 4. Opposing tendencies. § 5. 
Greater edinplexily of local government in modern limes. It^causes. 

% d? Division of*financial duties between the Slate and local iKidies. 

§ 7. Api^lication to the several^Hicads of expenditure.- § 8 . Some 
special cases. § 9. Central control expedient. Note.—Con¬ 
federate and Colonial finance .pp. I10>129 

CHAPTER VIII 

SOME GENERAL QUESTIONS EXPENDITURE 

S I. Ordinary and extraor<linary expenditure. Various uses of these 
(eras. § 2. Productive and unproductive e.vjicmlilure. §§ 3, 4. 
Relation of public to national revenue. Proper timit of the former. 

*§ 5. Growth of expenditure in modern times. Its causes. § 6. 
Influence of public exjK'mlllure on the national economy. Appendix. 

On the classification and guiding maxims of public exi-ienditurepp. 130-149 


BOOK II 

PUBLIC PE VENUE 

THE ECONOMIC OR QUASI-PRIVATE RECEIPTS 

CHAPTER I 

THE FORMS AND CLASSIFICATION OF PUnl.IC REVENUES 

4 * 

11. Expenditure and jrev«n A correlative. § 2. Complexity of the forms 
of revenue. Attempted classifications. § 3. Criticisms. § 4. The 





CONTENTS' 


x^i < 

# 

true arrangement. §5. Divisions of the economic rew;i»e. j^ote 
onflassificatic^.".\ 


CHAPTER II 

THE STATE DOMAIN. LANDS AND FORESTS 

I I. The A' igin of tlie domain. §§ 2, 3. Its present position in the 
several countries of the world. § 4.Lan<i^ nationalisation. § 5. 

. Arguments for and against the rotenlion of public lands. § 5 . 
Methods of management. § 7. Incre.asc of public lands imdesirable. 

§ 8. Exception in the case of forests. § 9. The actual position of 
public forests. § to. Division of management between central and 
local governments.. pp- 169-190 


CHAPTER HI 

THE INDUSTRIAL DOMAIN 

§ t. Contrast between agricultural and industrial tlomain. § 2. State 
mines. § 3. State manufacture of fine products and for ii.s own use. 

§ 4. Monopoly of manufacture for taxation. §§ 5 » Municijial 
industries. Water-supply, lighting, drainage. § 7 - 1 he I’ost Office, 
its history and present position. § S. It is a combination of several 
distinct industries. § 9. Its financial bearings. § 10. State tele¬ 
graphs. § If. Hoads and canals. § 12. Treatment of railways. 

§ 13. French railway policy. § 14- Oerman slate railways. § 15* 

Other European railways. % 16. Railway pdicy of non-European 
countries. § 17. Objeclion.s to lire system of state railways. § 18, 
Municif)al tramways. § 19. The management of state railways. 

§ 20. Treatment of slate employees. § 21. hiiiancial importance 
of the industrial d*‘main.PP- * 9 * ■‘J* 


CHAPTER IV 

THE STATE AS CAPITALIST. ADMINISTRATIVE REVENUE 

§ I. Decline of state trading. § 2 . State banks. § 3. Public, lotteries. 

8 4. The State as lender. § 5. Fixed charges on land. § 6. Dues, 

§ 7. The fee system. § 8. Juridical fees. § 9. Administrative ^ 
and miscellaneous fees. § 10. Iletcrogeneofts, character of the 
revenue from fees. .PP* ^^5 








Contents 


i:vir 


CHAPTER-V 

STATE PROPERTY. GENERAL CONSlfi^Rjft'IOffS ON QUASI-PRIVATK 
REVENU|1 

jrowth of public property that does not yield revenue. "§ 2. Con- 
rast between econon^c and tax receipts. § 3. Division of the 
armer between ceiRral and local government. §^. Difficulty of 
sying* down general rules on the subject. § 5. Proporlioa^of 
<^nomic receipts ft>tal*revenuc. Di^ribution between net and 
;ross revenue. § 6. Proportion in*England, Germany, and India. 

7. Inferior position of economic revenue.pp. 246-257 


BOOK III 

rVBLIC REVENUE (contini/eil) 

• • 

THE PRINCIPI.es OF TAXATION 

CHAPTER I 

dAtNITION AND CLASSIFICATION OF TAXATION 

§ I. Prominence of taxation in finance. § 2. Need of definitions. § 3. 
Definition of taxation. §§ 4, 5. Other definitions; errors in this 
conicxion. §6. Elymological meaning of terms. §7. ‘.Subject* 
and ‘source’ of taxation. § 8. Use of terms, ^direct’ and ‘indi¬ 
rect,’ ‘real* and ‘personal,* ‘rated’ and ‘apportioned.’ §9. 
Economic classification of taxes. § 10. Empirical classification. 

§ II. Points of connexion between the two systems. Suggested 
grouping. § 12. Kecapifuialion ..pp. 261-280 


,CHAPTER II 

THE GENERAL FEATURES OF TAXATION 

§ I. Study of the broader features of taxation essential. § 2. Tax.alion 
means a^Ieduction of wealth and therefore is an evil; fallacies on 
this head. ^3. Taxation Iwrdly ever increases production. § 4. It 
is often unectmomical. § 5. Income the normal source of taxation, 
«(%but wealth muft also contribute. § 6. Theory of net produce; 
Physiocratic view. •§ f. Later German theories. § 8. Importance 
.of the preceding discussions. Case of Ireland.pp. 281-295 





C<i»NTEN<!-S 


€ 

CHAPTER III ' 

THEf DISJ^RIBUTION Or TAXATION 

§ I. Distribution an ethical question, but involves economic consiilera- 
tions. § Is. The theory t>f payment for stats service; its error. '' 

§ 3. Equal payment by all. Ability as a measure of taxation. 

§ 4. Sacrifice the measure. Equal sacrilicq and least sacrifice. 

§ Proportional taxation advocated by the classical economists. 

§ 6. Progressive taxation; reasons for itj popularity. § 7. Objec¬ 
tions to its use. § 8. Ar^menttf in its support,' § 9. The vcsults 
of experience. § lo. Degressive taxation. § ii. Exemption of the 
minimum of subsistence, § 12. Treatment of {<1) temporary 
incomes, (^) savings. § 13. Summary of preceding sections. 

§ 14, Taxation of speculation and unearned , increment. § 15. 
Distribution of taxation between countries united under a common 
government. § 16. International double taxation. § 17. Politico- 
social vi.:w. § i8. Theory that distribution is not concerned with 
Justice .pp. 296-337 


CHAPTER IV 

THE TAX SYSTEM. ITS FORMS" 

1. Single and multiple taxation. § 2. Proposals of VaitUin and 
Decker [? 3. § 3. Theof the Physiocrats. § 4. Ob¬ 
jections to the single tax. § 5. Evils of multiple taxation. § 6, 
Variety in taxation ^lesirable. § 7. Meanings of direct and indirect 
taxation. § 8. Merits and defects of direct taxation. § 9. Those^ 
of indirect taxation. § 10. Other taxes. § H. Combination of 
the three classes desirable. § 12. And likely to continue . • PP> 33S-359 


CHAPTER V 

THE SHIFTING AND INCIDENCE OF TAXATION 

§ I Importance of he question. § 2. Development of the economic 
theory of incidence; the Physiocrats, Adam Smith, Ricardo, J. S. 

Mill. § 3. Criticism of this theory. § 4. The diffusion ^hcory of 
taxation; its supporters; its defects, g 5. The incida^ce of taxes 
on commodities, g 6. The incidence of taxes on rent and the 
shifting of taxation to rent. § 7. Taxes on capital and employer’s ^ 
gain ; their varied incidence, g 8. Taxe^on wages not always 
shifted. I 9. Complicated nature of shifting ....... pp. 360-388 





CONTEHrs 


^ix*» 


CHAPTER VI 

THE PRINCIPtES OF I.9CA?* TAXATION 

RAisons for separating local from g^ineral taxation. § 2. Yhe 
history of local iiistifutions helps to determine their revenue. § 3. 

Taxes which should belong to the central government. § 4. Those 
suitable for local fovernments. ? 5. Just dislriliution in local 
taxatidh. §6. Special assessments. §7. Relations between genafel 
and local finance. ^ I T^^^e amount of liberty to be granted to 
local bbdies.. . . .pp. 389-410 


CHAPTER VII 

THE CANONS OF TAXATION 

• • 

I. Ad^^ntage of general rules. § 2. Their slow development; earlier 

attempts. § 3. Adam Smith’s igaxims; criticisms ^hereon ; their 
true positfon. § 4. Additional canons. Sismondi’s four rules; 
their character. Gamier, Held, Wagner. § 5. Suggested canons, 

(a) productiveness, {d) economy, (r) just dislribuli<^n, (vf) elasticity, 

(tf) certairfty, (/) convenience, § 6. Their character and general 
agreement.pp. 411-421 


BOOK IV 

PUBLIC BBVBNUE {conduded) 

THE SEVERAL KINDS OF TAXES 

• CHAPTER I 

TAXES ON LAND 

Antiquity of land taxes. §2. Their development. §3. Cadastral 
surveys. § 4I English taxation of land. § 5. The/bwiVr in 
France. § 6. I..and taxes in Italy, Spain, Portugal, Belgium, and 
^reecc. % 7. Land taxation in Germany, Austria, and the United 
States. § 8. General fMurcs of land taxation. § 9. Its incidence. 

The Amortisation* theory.pp- 425 442 






contents 




^.HAPTER II 


TAXES ON Capital and business 


g 1. Development of taxes on buifdings. § a. In England. § 3. House 
and building taxes in other countries. § 4. Further considerations. 

§ 5. Incidence of taxes on buddings. § 6.* Taxation of floating. 

« CKf^ital. § 7 * Profits more readily dealt with! § 8 Taxat^n of 
proffts in England. § 9. The Paienle ig France, g 10. Taxation 
of profits in Italy, Germa«y, and Austria. | 11. The corpojaticSi 
tax in the United States. § 12. Characteristics of Continental 
taxation of profits. § 13. The incidence of lax<^ 0 a business 
( profits.pp. 443-464 


CHAPTER III 

PERSONAL AND WAGES TAaks 

§ 1. Origin of poll-taxes. § 2. Engtlsh and Contincnt.al^examples. 

g 3. Decline of poll and wages taxes ; their unfairness . . . pp. 465-!t68 


CHAPTER IV 

TAXES ONrPROPERTV AND INCOME 

g 1. The older property tax ; its defects. § 2. Its survival in Switzer* 
land; peculiarities of the system. § 3. The proi>erly tax inethe 
United States; its*'defects. § 4. New property taxes in Prussia 
and Holland. § 5. Beginnings of.the income-tax. § 6. The* 
English income-tax. § 7. The income-tax in Italy. § 8. In the 
German Stales, Austria, and Switzerland. § 9. Projwsed income* 
taxes in the United States and France. § 10. General considera¬ 
tions on the income-tax. § 11. Its incidence.pp. 469 494 


* CHAPTER V 

o 

TAXES ON consumption: their CI.ASSIFICATION : 

DIRECT CONSUMPTION TAXES « 

9 

g t. Secondary^ or consumption taxes, g 2. Their classification, g 3. 
Origin and decline of direct taxes on consumptioi^ g 4. English 
taxes of this class, g 5. These taxes in othv countries, g 6. Best ^ 
reserved for local purposes.. , . pp. 495*503 






xv^ 


ViyiN ritj|i i 

CHAPTER VI 

INTERNAL TAXES ON C3|MMOD!TIES' 

I, Importance of excise taxes; their develbpment. §§ 2, 3. ^roblems^ 
ot*excise taxation. § 4. It must be siiitcd to the particular coifntry. 

§ 5. History and present position of fhe British Excise. § 6. 
History of the Krencji indirect taxes. § 7. The existing P'rcnch 
system: its principd features, its defects. § S. It%lian taxation of 
comillodities. . § 9. History of the German Excises; small rffurn 
iftider the present^syslem.* § 10. Internal taxation in Austria and 
Russi!i. § II. In the United States atid India. § 12. General 
features of^mqdern internal taxation. § 13. The history of Octrois. 

§ 14. Their present use. § 15. Criticism of the Octroi system. 

§ 16. Inci^fiice of excise duties.pp. 504-^50 

CHAPTER VII 

CUSTOMS DUTIES 

I. The eaT43t forms of customs tjneation. Its gradiAl development. 

§ 2. Customs to be consi<!cred in connexion with the Excise. § 3. 

The English customs system, its histrjry and chief features. § 4. 

French odstoms duties ; their financial defects. § 5. Customs duties 
in Italy ^Germany, and other countries. § 6. Intrusion of political 
motives into the customs system. Prominence of import duties. 

§ 7. The incidence of customs duties. Complicated nature of the 
problem.pp. 55*"573 


CHAPTER VIII • 

TAXES ON COMMUNICATIONS AND ACTS 

I. Different elements that contrilmlcd to the establishment of taxes 
on circulation. § 2. Taxes on communication and transport. § 3. 
Stamps as a form of taxation. § 4. Taxation on acts and trans¬ 
actions. § 5. Stamp tyul registration duties in England, France, 

Italy, and Germany. § 6. Incidence of taxes on acts . . . pp. 574-5S9 

CHAPTER IX 

TAXES ON SUCCESSIONS 

I. Peculiar features of taxes on successions; their origin. *§2. Defects 
of succession taxes. Place of these taxes in a fiscal system. 

§ 4. Graduation and progression. § 5. History of the English 





fxft COJ^TENXfi 

death dudes. $ 6. Changes by the Finance Act, l§94,: itsJeading 
provisions.* § 7 - Proriuctiveness of the death dhtfcs. § 8, inherit- 
an*ce taxes id France. § a. In Italy, Germany, Switie'rland, and 
Australasia, g lo. Slate dt?d ferleral inheritance taxes in the United 
States.^ get i. The incidence of taxes on successions . . . . pp. 520-608 


BOOK V 

THit RELATION OF EXPENDITURE AND RECEIBTS 

C«AP,TER I 

INTRODUCTORY. STATE TREASURES » 

. Im|X>ssibility of keeping complete equality between expenditure 
and receipts, g 2. Ancient and mcdimval state treasuits. g 3. 
Re.as«ns for state hoarding. The present German reserve. Objec¬ 
tions to the system of keeping a reserve, g 4. Public debts more 
importanVtt present.PP- 611-618 

, * CHAPTBR II 

PUBLIC INDEBTEDNESS. ITS MODERN DEVELOPMENT 

I. No state liorrowing in classical times. § 2. Merlireval sta^tc lx)r- 
rowing. § 3. Causes of modern public debt.s. § 4. Their rapid 
growth, g 5. Summary.PP. 619-628 

CHAPTER III 

THE HISTORY OF THE ENGLISH DEBT 

• 

I, Commencement of the debt at the Revolution ; its early progress 
{1692-1740). I 2. Chief features in that period, g 3. The second 
period (1740-1792). § 4. The F.nglish debt during the French 

war (1793-1815). g 5. (1815-55). History of the debt. The 
Crimean War. g 6. Reduction of debt by redemption and con¬ 
version, 1856-99. g 7. Loans for the South African War. g 8. 

The continued existence of the debt due to waj and to weak financial 
policy . ... . .PP- 629-642 

' CHAPTER IV 

dISTORY OF THE FRENCH DEBT. INDEBTEDNESS W OTHER 
COUNTRIES 

I I. Borrowing under the Ancien Rf^me. g 2. The fo«nation of the 
present debt (1793-1870). g 3. The FrancoiGtyman war. The 
actual position. . g 4. Public debu in Italy and Germany, g 5. 






(JONTElbs >«ciif 

"nie but^ and position of the United States deb^ § 6. 

DebtsofAtstria, Russia, and the English colonies . . pp. 643-657 

OHAPTEfe V* 

,, "the theory of public CREftiT AND PUBLIC DEBTS 
I I Public credit is one species of credit in general, and governed by 
the principles applicate to all credit. § 2. Peculiar features of 
publig credit. §3. Early theories as to advantages of public deb^. 

§ 4. The views of Montesguieu, Hume, and Adam Smith. TAth 
andeg-or in their position. § 5. The theory of Qialmers and J. S. 

Mill. § 6. German doctrines: C. f)ielzel’s theory of reproductive 
borrowing.* §*7. Criticism of Chalmers. § 8. Of the theory of 
reproductive borrowing. § 9. The real effect of borrowing. Taxa¬ 
tion and b^fowing contrasted. § 10. Borrowing sometimes desir¬ 
able. General rufes. §11. f'oreign* loans. § 12. Modes 
estimating the pressure of public debt.pp. 658-684 

CHAPTER VI , 

THE FORMS PUBLIC DEBT» 

1 I. Forced, patriotic, and business loans. § 2. Temporary and 
perpetual debts. Advantage of the latter. § 3. Variety desirable. 

§ 4. Metifods of contracting loans. § 5. Loans should not be 
contract4d under /ar, § 6. Floating debt: its trcaimenl. § 7. 

Inconvertible paper.pp. 685-697 

• 

CHAPTER VII 

• THE REDEMPTION AND CONVERSION OF DEBT 
i I., Redemption of debt desirable. § 2. Conditions to be considered 
in this process. § 3. All payment must be out of surplus revenue. 

The Sinking Fund : its error. §4. Necessity of debt reduction. §5. 
Conversion as a mode of relief. § 6. Redemption by a single con¬ 
tribution from properly. § 7. Automatic reduction of debt. § 8. Is 
there any distinction between home and foreign loans in respect to 
redemption?. . i .pp. 698-7ii 

CPIAPTER VIII 

LOCAL INDEBTEDNESS 

\ I. Danger^ the increase of local debt. §2. Instances of increase in 
England an% abroad. § 3. Causes of this increase, § 4. Local 
borrowing often justihable. § 5. forms of local loans. •§ 6. Re- 
payment also nAe^ry In their case. § 7. Provincial and county 
boiTOwing. § 8. N^efsity for central control over local l>orrowing 

pp. 712-722 






COl{ TENTS 



BOOK VI 

FINANCIAL ^Di^NISTFATION AND CONTROL 

r 

CHAPTER I 

INTRODUCTORY.' HISTORICAL DEVELOPMENT 
{ I. Administration and control a necessary part^f financial science. 

* § 2.,.Gradual development of financial regulatio\i. Classical pnd 
medieval periods. § 3. Regulation unjler absolute monarchy. 

§4. Constitutional system «r>f English origin. Ir S. Its extension' 
to other countries. § 6. Modern financial systems admit of general 
treatment.•. I . pp. 725-733* 


CHAPTER II 

» • 

THE BUDGET: ITS PREPARATION. THE COLLECTION OF REVENUE 
§ I. Meaning of the term ‘ Budget.’ §2. Preliminary estimatgs neces¬ 
sary. § 3. Period, form, and matter of the Budget. • Should it f-e 
* gross ’ or ‘ net ’,? | 4. U nity of tlje Budget. Should it deal with 
cash or transactions? Modes of estimating income and'outlay. 

§ 5. The collection of taxation. Farming of taxes. Apportion¬ 
ment. Direct state levy. Rules respecting it. § 6. Dealing with 
the funds received.' • PP- 734-74 5 

CHAPTER III 


THE VOTE OF THE BUDGET. ITS CONTROL AND AUDIT 
Summary of budgetary rules. § 2. Method of examining the 
Budget. Right of (koposing expenditure. § 3. Relative powers 
of the two chambers. Specialisation of votes. § 4. Difficulty of 
adjusting income to outlay. Supplemental voles. P’ixed expendi¬ 
ture and taxation. § 5. Comparison of English and French 
methods. §6. Checks over issues. Their development in England, 
France, and Italy. § 7 - Methods of audit. The English appro¬ 
priation audit. The United States system. French Cour dcs 
Comptts. Other countries. § 8. ImiKirtalice of sound public 
opinion.pp. 746-761 


CHAPTER IV 

ADMINISTRATION AND CONTROL IN LOCAL fINANCE 
S I. Surbordinale position of local bodies. § 2. Historical development 
of control. § 3. Preparation of local budgets. ^ 4. Voting of 
local budgets. 8 5. Necessity for external atftlit'and control. § 6. 
Political control. Conclusion. .pp. 762-769 







INTRODUCTION 

CHAPTER 1 

§ I. In any society that has passed beyond the lowest 
stage of social development, some form of governmental 
organi%ation is ‘found to be an esseniial feature. The 
various activities or functi»ns of this controlling body 
furnish the material for what are known as the ‘ J’olitical 
Sciences’ {Staatswissenschaften). Every governing body 
or ‘ State ’ ‘requires for the due discharge of its functions 
repeated supplies of commodities and personal services, 
which it has to apply to the aceomplishment of what¬ 
ever ends it may regard as desirable. The processes in- 
volved*in obtaining and using these supplies naturally vary 
mu«h in the several stages of social advance: they are 
comparatively simple and direct in a primitive community, 
while in a modern industrial society they present a high 
degree of complication, and are carried out by elaborate 
regulations. For all States, however—whether rude or 
highly developed—sotae provisions of the kind are neces¬ 
sary, and therefore the supply and application of state 
resources constitute the subject-matter of a study which 
is best entitled in English, Public Finance.' 

* For the various meanings of the term ‘Finance,* see Roscher, § t, also 
Gamier, 1-3. The original idea is that of paying a fine (/fnar-r). * Unfortunately, 
irv^^gland the wortFhas been used with a wider meaning, as including all 
monetary and even industriaf facts. Thus we have Jevons’si« 
Currt$K]i aiui Finame, Mr. Balterson’s Scieiue of Finance, and Sir K. Giffen’s 
Setaft in Finance, all dealing mainly with those wider questions. An English 

B 
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The importance of (he subject hardly retires much 
insistence. The collection of funds for state purposes and 
th^ use of the rpsources'so obtained are such vitaf parts of 
the political organisation; that they are almost certain ^to 
receive attention from all who are interested in political 
and social inquiries. But, if demanded, abundant evidence 
is at hand. The citizen of any civilised country need only 
reflect for a few minutes in order to satisfy himself ©f the 
inimber and importance of 'che actions of the state on its 
financial side. Hi» letters are carried by a .state agency 
which claims a monopoly, and in some instances realises 
a lar^e profit for the general revenue. ^ The commodities 
that supply his table are in many cases •ta.xed to create a 
fund for., the payment of public services. * Either his , 
income or property or some of their elements is "sure to 
be subjected to a charge of*greater or less amount, and 
several of the most ordinary avocations are only open tO 
him on obtaining a costly licence for permissicyi to engage 
in them. Nor do the claims of the State ceasp here. In 
addition to the central body, the local authorities have to 
be considered. If the person of our supposition be the 
inhabitant of a town, his house may be lighted by public 
agency, while it i.s highly probable that for one of me first* 
necessaries of life—water—he is dependent on his nfuni- 
cipality. There is little need for further working out of 
details. The way in which the purely financial agencies 
of the State—and still more those which have some con¬ 
nexion with finance—affect the members of the society in 
their everyday existence, is being* ever illustrated afrc.sh 
by the ordinary course of social life. 

writer is therefore compelled, in order to avoid misapprehension, to limit the 
word as in the test, when he is treating of what the Germa^ can without 
inconvenience call Fmamwissenscha/t, or the French Sdentk dt/ Fitutnets. In 
French there is a convenient distinction l>etween the singular aiul plural, the 
former being used in the general sense, as in La hauttJi^ante, while the latter 
is reserved for ‘ public finance.’ Prof. Adams has tjecently employed the*li&m 
* Science of Finance’ to describe ‘an investigation of public expenditures and 
public revenues.’ Profs. Ilehn and Daniels have followed in the titles of their 
manuals the example of this work. 
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The iti^rtanc* of a subject is of itself a strong plea 
for its scientific study, but in the present case* more social 
arguments may be urged. There is iif finance, as in all 
flatters depending in some dagree on human trill, the 
possibility of choosing between different courses, some of 
-which are likely to .prove better than others ; and for the 
formation of a correct judgment as to the relative iporitsbf 
the lines of action open to the State, careful examination 
of the cbnditions affecting the*phenomena is indispensable. 
*feuch examinJttion is, however, only possible by scientific 
study, or rather it is that study. More particularly is this 
true at pres*ent in. consequence of the great expansion oi 
the functions of the Slate, which is partly due to—and 
which in 4urn increases—the complicated structure of 
' modeftj societies. The effects of state action in a primitive 
community.are far more casTly followed ; the forms both of 
revenue and expenditure are reducible to a few simple 
kinds, dir^ted by rude or partially developed agencies. 
The ' modern State, even when it allows an amount 
of individual liberty unknown in any former period, 
is obliged to employ complicated machinery for the 
regulation and management of its outlay and receipts. 
The results, moreover, are not so readily perceived; 
nufticrous interests and classes are affected by any change 
in the course of public expenditure or by readjustments of 
taxation. The many indirect results of financial processes 
must be considered before we can either understand their 
operation or fairly judge their merits; but to trace the 
action of economic forces in their effects^ on the highly 
developed systems of modern industrial societies is a task 
of considerable difficulty, not to be accomplished without 
the aid ®f^general principles and careful reference to 
former experience. The case for a scientific study of 
^ance is so,strong that it does not require much 
vindication, and thtf value of critical investigations has 
been already proved by the results obtained. 

§ 3. The scope of our subject has now been in- 



PUBLife FINANCE ■> 


CHAP. 


'4 

♦ 

dicated in general way, but for cleajngsS of tljpught and 
in consequence of the differing views of many writers of 
authority we must determine it more precisely. State 
exfienditufe and state revenue at once occur to thejtiind 
as the two great heads of inquiry, standing opposed fd’ 
each other as Production and Consiimption, or Supply 
and Demand dd in economic science. Closer examination 
shows fhat this simple grouping dogs ijot exhaust the field 
of investigation. Problems of revenue ahd of expenditure 
are, indeed, the most important. Adam SmUh„who was, at* 
least for England, the founder of the scientific study of 
public finance, as of political economy in gerioi'al, devoted 
separate chapters of his^Fifth Book to ‘ The Expenses of 
the Sovereign ’ and ‘ The Revenues of the Sovereign ’; but 
by the nature of Jhe subject he found himself forced to. 
add a third section, in which the relation between ex¬ 
penditure and receipts is examined. He knew that many 
ancient and mediaeval sovereigns had accumulated trea¬ 
sures ; it was apparent that most modern governments had 
heaped up debts—a process that has been carried much 
further since his day; and it followed that an inquiry into 
the balance between state incomings and outgoings was 
an essential, as wejl as difficult, part of public finance. 

Nor is this the only addition. The phenomena to.be 
dealt with do not admit of being conveniently grouped 
under Adam Smith’s three heads. This difficulty is at 
once felt on calling to mind that the expenditure and 
revenue under consideration are state expenditure and state 
revenue. We must examine, not .merely the processes, 
but also the rriechanism by which those processes are car¬ 
ried on. For the collection and application of wealth by 
the State legislative and administrative action is needed. 
The right of voting supplies and supervising e^tpenditure— 

‘ the power Of the purse ’—is one of the leading privileges of 
a representative body; it is also th^ mosi effectual saft“ 
guard of constitutional rights. Methods of administrative 
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control s^iousiy* affect the working of the national 
finances, aRd are deserving of .attentive‘study. * No 
financial treatise can be complfejc linifiss it considers the 
problems of ‘the budget’ and,'financial adnflnistrat'on' 
^inamverwaltunW and such haS in late yAirs been the 
almost invariable practice. 

In qne respect* the scope of public iTnance h^^ been 
curtailed by some ofiits<iblest expounders. French writers, 
more especially Si. P. Leroy-Beaifiieu, have refu.sed to re- 
*gard the problems of public expenditure as a part of their 
subject. The reason for this limitation is said to be the 
difficulty of scientifically determining the proper amount of 
state outlay, as that must depend on the functions a.lsigned 
to the Stafe. ‘ This kind of inquiry,’ says Leroy- 
Beaulteu, ‘ does'not in my opinion belosg to the science of 
finance. . . A State has*wants: it does not belong to 

us at present to know what they are, and what they ought 
to be, but how it is possible to satisfy them in the amplest 
manner with the least loss and sacrifice to individuals. If 
you engage a builder to build you a house, it is not his 
business to inquire if the buildiiTg is too large for your 
income or your social position ; what does concern him is 
to build the house in question with ^le utmost possible 
sohdity, convenience and beauty, at the lowest cost to the 
owner. In like manner, a writer on finance can sincerely 
lament that States spend too much ; but his real task lies 
in showing how a State can obtain supplies, while treating 
the interests of individuals with due tenderness and re.spect- 
ing justice.’ * .Englisli writers have gone further in this 
direction, and, by disregarding all forms ^oT State revenue 
except that derived from taxation, have replaced the 

* That Continental writers. In Kngland these topics are g(^ft;r.illy 

relegated to works on ‘Constitutional I./aw* and ‘Parliamentary Usage.’ 
Recent American works on Pul>Iic Finance give considerable sjmcc to 

Adminisll’ation and the Budget.’ See Adams. Finance. 101-91S • 

Daniels, 3 'S- 3 * 4 . . 144 -J 73 * I’lehn. 325 - 353 - 

• Leroy-Besulieu, i. 2, 3. 
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broader treatment of Adam Smith the Carmans by 
treatkes on ‘fTaxation ’,and ‘ Public Debts.’ ^ * 

It nevertheless •’seeilis,clear thart the question of ex¬ 
penditure fe just as mucl\ a financial problem as tHat of 
revenue. Neither in theory nor in practice is it advisabfe* 
to separate them completely. The fyeatest finance min¬ 
isters jiiave madfc their reputations as ihuch by jqdicious 
control of outlay as by wise reforms in, respect to revepue,* 
while for theoretical discussion the prfnciples and fact* 
of expenditure are of considerable interest. . M. Leroy 
Beaulieu’s suggested parallel of the builder is not in point 
since the practical statesman is the only per^Gn to whon 
the illilstration would apply, and he evidently does not ac 
in conforniity with it; the scientific student is qnly limite< 
in his inquiries by, the nature of the material tha(«he i 
investigating. 'One admission may indeed ..be made 
Questions of expenditure do not allow of quite as precisi 
treatment as those referring to taxation, some parts o 
the latter subject permitting the use of lengthefied deduc 
tions. This test of fitness for exact investigation would 
however, exclude othef large parts of the subject— e.g 
‘ the public domain ’—which are nevertheless discusset 
by all recent writers, M. Leroy-Beaulieu included. *Fori 
complete inquiry into the theory of finance some consldtra 
tion of the conditions governing State outlay is indispens 
able— eg-, the increase of military expenditure in Europeai 
States, its causes and limits, cannot be left wholly un 
noticed by any thorough student of public finance. SucI 
an inquiry is more especially needed owing to the fac 

u 

* Cf. the title to J.' R. McCulloch’s well-known work. Taxation anti th 
Funding System. So strong is the disposition in England and America to limi 
the subject of finance to taxation, that in the American translat^n of Cossa’ 
useful Scienta delle Finante, the title is changed into Taxatidh: its Prineiph 
and Methods. , 

* The statement of Tuigot’s policy in his Z«//ar i.'ing{n. ifij)! Point 
do bastgueroute, point daugmentation tPimpSts, point demprunts, is a strik'jl^ 
exami^ Also cp;*Gladstone’s remark, ‘ Good finance consists more in the 
spending than in the collecting of revenue,’ West, Recollutiom of Mr. Clad- 
stone, ii. 309. 
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that expe|diture ^and revenue are connectecj. Public 
outlay is n»t something unchan|:eable and .determined, 
to be met^‘with the least loss and sacr^ce to individuals.’ 
Expeyditure that would be legitimate in a lightly taxed 
State would be blameworthy in orie that is haavily taxed. 
The aim of the statesman is not simply to distribute 
loss and reduce it to a minimum ; it is rsXher to procure 
the maximum of advantage to the community, ^nd to 
so balance expertditure and .revonue as to attain that 
tesult. . • 

The principal difficulty in the scientific examination ()f 
public expenditure is found when attempting to limit the 
mode of treatment. Some writers enter into discwssions 
as to the legitimacy of certain state functions, and their 
relative urgency^ Others simply state the forms*and facts 
of public putlay, leaving further inquiry J:o the political 
theorist, fn the present work, in accordance with the 
precedent set by Adam Smith, the several items of ex¬ 
penditure will be treated on a positive basis, and at the 
same time* the considerations naturally arising from their 
existence, and the financial questions that they suggest 
will be noticed, though no complete examination of state 
functions will be attempted. Whatever theoretical questions 
may be raised, such seems to be the course that con¬ 
venience suggests, and is one to which the subject naturally 
lends itself. Our object is to elucidate the principles of 
public finance; and the admission or exclusion of any 
special topic, as well as the extent of treatment in each 
case, must be_ determined solely by reference to that 
end.* * 

§ 3 . Theoretical writers on finance, especially in Germany, 
have very^fully considered the relations of their subject to 
cognate branches of knowledge, i.e. to the various social 
and political sciences, and have in particular laid stress on 

I* 

’ The omission of public* xpenditure as a topic in ‘ finance,’ in the case of 
English writers, was perhaps in part caused by neglect of the economic theory 
of the 'Consumption of Wealth’ with which it would naturally he connected. 
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the ties that bind it to economics.' I/i (itl origfr financial 
scieitce was S product Qf economic study. It appears either 
as a special secti6n, br .aVs the main subject of-the older 
treatises <5f Political Economy, ‘when considered»as a 
branch of fhe science* of a statesmarf or legislator,’ to 
quote Adam Smith’s phrase. In another aspect it may be 
regarcjjed as belonging to administration, and as such 
formed a large part of the ‘ Chamber Science ’ {Caineral- 
zvissensckafi) which wlis in Germany the prechrsor of 
scientific economics. The undue limitatioii ef the scope* 
of finance by English writers has led to its inclusion under 
the title of ‘ taxation ’ in the various systpmatic*expositions 
of political economy,'* and the more enlarged view taken 
by German writers has not prevented a similar result in 
that country, for .since the time of K. H. Rau, pMitical 
economy has been regarded Ss comprising, in.addition to 
the general theory, the economics of special industries, 
economic legislation and administration, as wel.l as public 
finance.* This apparent absorption of finance in'economics 
is really the result of a peculiar conception. If the latter 
science be limited, in the manner usual in England and 
France, to an investigation of the laws governing the 
phenomena of wqalth, it is beyond dispute that‘public 
finance cannot form a part of it, as political and fiscal 
conditions have to be recognised to an extent impossible 
in a pure science of wealth. Moreover, practical con¬ 
siderations have to be weighed in every department of 
finance. That political economy in the most extended 
use of the term may fitly include finance is indeed true, 
but then it woiilfl appear that this wider political economy 
is nothing more than a common name for the various 

* E.g. Umpfenbach, 1-22 ; Koscher, § 5; Cohn, §§ h-7 ; Wagner, i, 
16-20. 

’ The works of J. S. Mill, Fawcett, and Shadwell may be given as 
examples. n 

' * The treatises of Rau, Roscher, Wagner, and Cohn on Finance are all in 
name sections of works on ‘Political Economy.’ The collection of mono¬ 
graphs on financial questions in the Schonberg Handbuck is another inslHin e. 
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social and| political,sciences ; it is in fact a rudimentary 
Sociology aTid Art of Politics comtijned.' • • 

Though the problenis of finSgce* ar® really suited for 
tijeatnaent in a separate form, it floes not followf tlwt ttieir 
relation to econo'inics should be* disregardetl. On the 
contrary there is a close connexion, or rather series of con¬ 
nexion^ between fhe two studies. State ‘outlay is ^ part 
of the consumption, of* the society of which the State is 
the regelating organ, and for a Icnowledge of the con- 
‘ditions that govern it we must have a theory of the 
consumption of wealth in general. Unhappily, questions 
relating to Consumption have been too much neglected by 
economists, and thus there is no complete theory available 
for applicafion to financial problems. Still, the leading 
truths*on the ihatter are suggested in.modern economic 
theories, may be develojifed by their aid; The manage¬ 
ment of state property, again, requires a reference to various 
economic doctrines, and more especially the industrial 
enterprises* carried on under a public monopoly illustrate 
and are explained by the general theory of monopolies. 
It is, however, when we reach taxation that the aid of 
economics becomes most valuable. The merits of the 
general system of taxation, as also thpse of each special 
tarf, have to be tested by the aid of economic principles. 
The important problem of justice in taxation is indeed 
an ethical one, but until its economic effects are known it 
is impossible to say whether any given form of taxation is 
just or the reverse. All the intricate points respecting the 
incidence of taxation'can be handled successfully only by 
applying a sound theory of the distribution of wealth, and 
the effect of taxation on accumulation makes it necessary 
to const^t^ bear in mind the conditions of effective 
production. In another department of finance, the nature 

^ Examination of the works referred to in the preceding note will support 
the statement in the text. The financial sections of the treatises there melt*' 
tioned are in fact independent, and may be studied quite apart from the other 
sections* 
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and effect^of public loans can be besl^ €?xplai|ed by the 
economic thtory of credit, and such is the course usually 
adopted. An acquaintance with -economic science is, it 
may bc;sa*d, an indispensable part of the equipment^of the 
student of finance. . « •* 

§ 4 - Close as is the relation between economics and 
finance, it is by no means exclusively to the former 
sciencd that we have to look for ^d when developing the 
latter. In a subject so«;nseparable from'the Stato, it is in 
many cases necessary to recognise the actjon, of political 
E^nd administrative conditions. Financial problems are 
often the occasions on which constitutional issues are 
raised? and, as noticed 'above, they may make a line of 
conduct desirable, that from the purely economic point of 
view would be very objectionable. The came stalement 
holds good oft administration.' The whole ^system of 
finance must be kept in conformity with the general mode 
of managing the affairs of the State. This is, in fact, 
involved in the position that public finance belongs to tjie 
domain of political science. * 

The science of finance has another important auxiliary 
in history, which illustrates, verifies, and in some instances 
affords data for its principles. The material of financial • 
study is not confined to that afforded by modern societies, 
and even for a true knowledge of actual conditions it is 
often necessary to be acquainted with their growth. No 
pure a priori .system of finance can be successfully estab¬ 
lished. Each country has special features arising from its 
previous history and the sentiments of its people—in 
great part thd product of historical forces. The most 
violent revolution cannot really break this connexion with 
the past.* As a consequence, a system admirably suited 

0 * 

* The determination of the comparative advantages of raising supplies by 
loans or by fresh taxation, the choice between different methods of levying 
taxes, and the need in certain cases of resorting to issues fif inconvertible pafHr 

^e instances. * 

* French financial history affords the best possible illustration. M. Stounn 
in his valuable work, Z« Financts dt Fancien FFgime ct de la Rivolutim, has 
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for one cqpntry,* be quite unfitted for aoother. ,A 
cbmparison ftf the systems of the *f^nited Kingdom and of 
India shows at a glance extraordinary differences, and yet' 
in eafh case the attainment of solid result*. , Thfese 
dSvious truths, hc^vever, suggest the need of a caution. 
The necessary varieties of financial practice do not show 
that general princfj)les are unattainable, tlfough the^ tend 
to render their apjsh’sation more difficult. Tht con¬ 
clusions "of financial theory puglft to underlie all the 
Special systems and regulation.s, but they require to be 
applied with most careful regard to the circumstances qf 
time and plsKfe, and, above all, to the sentiments and habits 
of the people. Any form of expenditure or taxation that 
is peculiarl;^ obnoxious has, by that fact alone, a strong 
presun*ption raised against it, to be rebytted only by very 
weighty reasons on the other»side. . 

As history throws light on the evolution of finance, and 
enables us to confirm or to limit our general propositions 
by the evidence derived from previous times, so does 
statistics give us a firmer position in dealing with the 
present. Without correct information as to state revenue 
and expenditure, financial policy is little better than guess¬ 
work. ‘ In order to comprehend the effects of taxation it is 
indispensable to have full statistics as to the distribution of 
wealth among classes and among localities. Such materials 
as those collected by census agencies and statistical de¬ 
partments are necessary elements in any financial calcula¬ 
tions, and their absence, of itself, suffices to explain the 
late origin of financial science. In no respect is modern 
administration so superior to that of ancienf and mediaeval 
times, as in, the improved data on which it bases its 
estimates and makes its practical suggestions. 

§ 5 . Fronfan examination of the various sciences that 
may assist the study of finance, we pass by a natural 

flfhisition to the prqper method of inquiry. In regard to 

• 

shown conclusively that the modem French system is developed from that 
eaisting before the Revolution. Stourm, porrrr*, and especially ii. 501-a. 
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all the spcial sciences, and notably pt<5 ecoeomics, this 
question hao been vigqrously discussed, even ft) the neglect 
of the positive matter research. The principles of 
scifentific Inquiry and the, appropriate method of investiga¬ 
tion belong in reality'rather to logic than to the special 
sciences ; though the processes employed in discovery can 
only be adequately appreciated by thosd’who are conversant 
with the particular branch in which tjiey are used. /Vt all 
events, it is clear thal5 thcr disputes as*'to method have in 
many cases arisen from misapprehension as to the exaclt 
position of each of the contending parties. Protracted con¬ 
troversy has, however, finally led, if not to complete agree¬ 
ment; at least to a recognition of the common ground 
occupied by the disputants, and also, it may l^e said, to a 
belief that the whole question is, as ha* often bsen re¬ 
marked, one of ‘ emphasis.’A difference in ,,view is, in 
many cases, the result of personal tastes ; one writer places 
much weight on a particular method, another on a different 
and apparently opposed one, though both, if ihterrogated, 
would probably allow that each form of inquiry was valid 
within limits, the exaePfixing of which would be the only 
point in dispute.' 

. The principal ground of debate was for a long' period '■ 
as to the claims of the ‘inductive’ and the ‘deductive’ 
methods to be regarded as the sole legitimate process of 
investigation. To that question it may be confidently 
replied that both are in particular cases valid and indeed 
indispensable. Without ‘ induction ’ in the wider sense of 
the term ^ no materials for study would be available : mere 

* On this subject see Wagner, iii. 199, and his article in Conrad’s Jahr- 
bUclur, 1886, i. 197 .sq. ; Dunbar in Quarterly Journal of Economics, i. I sq. ; 
Marshall, Principles of Economics, Bit. i. ch. 5 ; also J. N. l^eynes. Method 
and Scope of Political Economy. 

’ Cairnes’s Logical Method (and ed.), 60 sq. The varying use of the term 
* induction ’ by Ic^icians has helped to increase the confusion as to the Ifed 
relation of the inductive and deductive methods. Cf. J. S. Mill, Logic, Bk. ii. 
ch. 4 i 8 S ! ttnd Bk. iii. ch. 2, which contains his controversy with Whew’ell on 
this point. 



. INTRODUCTION 


• •J 


• 

observatiot^ witlioiijt ^ arrangement and generalisation is 
evidently worthless for scientific u*se. The particular form 
of induction which proceeds by»conipaiitson is frequently 
serviceable. The simple juxtaposition of twc» fyianeial 
s)^tems will sometimes throw a great deal of Mght on the 
conditions governing each. In this process history, as we 
saw in the precedihg section, plays a great part, and it is 
thus quite correct to^ rq^intain that the science of ifnance 
is in one of its Aspects ‘ indiictiire,’ ‘ comparative,’ and 
♦historical.’, , 

But this, though the truth, is not the whole trutl^ 
The generalisations of economics and the permanent 
facts of human nature enable *us to draw important 
conclusions as to the effects of certain forces in their 
bearing on finatKe. The whole theory of the shifting and 
incidence of ta.xation is and must be ‘deductive,’ i.e. it 
must be developed from simple conditions by logical trains 
of reasoning. Deduction, too, is needed in order to 
ascertain tKe effects of public indebtedness as well as to 
trace the iSltimate results of public e.xpenditure. It must 
be remembered that in all these cases verification by appeal 
to facts is required, but the process of verification is ad¬ 
mittedly one of the component parts of the deductive 
melihod. On the whole, the study of finance will force 
on us the conclusion that ‘induction’ and ‘deduction’ 
are not so much oppo.sed, as complementary, methods, 
each remedying and making good the weakness of the 
other. 

The preceding argument holds, to some extent, of even 
the most extreme forms of the two methods. Thus, some 
—as Macaulay—have maintained that experiment is the 
really fruitful form of social inquiry. Now, though it is 
evident that.^trictly speaking, experiment is impossible in 
respect to any part of social life, since we cannot bring 
alK)ut that isolation ^f a particular phenomenon without 
which no experiment can be conclusive, it yet seems true 
that a modified form of experiment may give a probable 



■ u* PUBLIC FIW^NCE* * CHAP. 

• • 

result that will, in some cases, prove of ^reat piactical use. 
Thds in finance, each $hart|[e of taxation may be regarded 
as an experimerft ifl tKe popular sense; if, to take an 
in^anee, ^t appeared th^t a reduction in the rates ^of 
taxation od commodities so stimulated consumption that 
the loss in revenue through the reduction was made up by 
the increase in*the quantities used, it might fairly be said 
that the policy of reducing duties, was experimcjvtally 
justified, notwithstandmg that the logical conditions for 
experiment were absent. We must, howt?vep, notice that 
a result of this kind cannot safely be extended to fresh 
cases unless it is supported by more ‘general con¬ 
siderations.' 

The aijvocates of the mathematical method.stand at the 
other extreme. There is, at first sight, sbmething*absurd 
in suggesting sft exact a mod£ of inquiry in a s.iibject where 
very many complications exist, and where each fact is 
dependent on a number of circumstances, but in those 
parts of finance in which deduction is the bestMnstrument 
of research it may prove convenient to arrange the steps 
of reasoning in a mathematical form ; the problem will 
perhaps be thereby more easily solved, or its exposition » 
more readily followed.^ Where the conditions can be' 
sufficiently simplified, and where it is important to develop 
the quantitative results, this procedure is probably advis¬ 
able.* It is, however, at best confined to a very limited 
area, and needs to have its conclusions tested by the best 

' For this loose use of experiment, cf. Jevon^s ‘ Experimental Legislation ’ 
in Methods of Soeitl Reform, 253 sq. j also Newmarch, Address to British 
Association (section F), 1861. 

’ It is interesting to notice that one of the earliest attempts to apply mathe¬ 
matical methods to social questions was in regard to the theorypf taxation 
Casasimias frincifes dBconomie Politique, Paris, 1802. * 

* See for goo^ examples of the method, Cournot’s inquiries in his Recherches 
MathdnuUiques j Auspitz und Lieben, Untersuchmgen titer die Theorie des 
Preises; M. Pantaleoni, Teoria della traslazion^ dei tributi; and Fleei®|; 
Jenkin, ‘The Incidence of Taxes,’ Collected Papers, ii. 107-121. Prof. Edge- 
worth’s brilliant researches on * The Pure Theory of Taxation,* Economic 
Journal, vii. 46-70, 226-228, SSo-S 7 «. “ay specially noticed. 
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statistical fcsults' s^ailable. The ^more concrete problems 
of finance are entirely unamenable Iid this rigifl and precise 
method of treatment. 

6* Having thus briefly con^'dered the queltic/hs pre¬ 
liminary to the study of public finJince, it only remains to 
give an outline of die course of our further inquiries. After 
a very concise account of the historical ‘developr^nt ot 
financial science ^Introduction, Chapter II.) we shall take 
up the ‘subject of public expendfture and its principal 
problems (Book I.). Next in order of treatment will come 
the public revenues, and first what may be described as 
the economlfc and industrial receipjts of the State and, their 
subdivisions.(Book II.). The examination of these*more 
primitive fcvms of revenue will lead up to the disfussion of 
taxation. Owing to the great extent and complexity of 
this topic it.will be expedierft to devote a Separate book to 
the general problems of taxation (Book III.), reserving the 
study of the several taxes for distinct treatment in Book 
IV. Thejquestions relating to revenue having, been thus 
disposed of. Book V. will deal with the balance of 
expenditure and receipts, or, in other words, with public 
treasures and public debts ; while the mechanism, 
administration, and control of the fiq^ncial system will 
forth the subject of a final book (Book VI.). 

In order to emphasise the close connexion that exists 
between general and local finance, the matter usually 
collected under the latter head has been distributed among 
the different divisions of the work. Thus local expenditure 
is examined in Book I?, local economic revenue in Book II., 
the principles'of local taxation in Book jll., and in like 
manner the tax forms, the indebtedness, and the financial 
mechanis(ji ^f subordinate political bodies are discussed in 
the books dealing with those parts of public finance.. 



CHAPTER 11 


§ I. Some conception of the gradual forn^ation of the 
modern theory of finance, and of the steps by which it has 
assumed its present shape, will enable the student to form 
clearer ideas as to its relation to other bsancfies qf social 
inquiry, and tfae real meaning of those parts of earlier 
systems which at present seem to have little’or no justi¬ 
fication. It is only by tracing the history of speculative 
thought on the various problems of public fina*Hce that we 
can fully understand the way in which errors‘have been 
gradually eliminated, and incomplete doctrines have been 
so e.xpanded as to embrace a larger portion of truth. 

There is a more special reason for this preliminary 
historical inquiry m regard to social and political sciences. 
The particular stage of social development peculiarly 
affects such studies; their cultivators are not merely like 
those of all sciences influenced by the knowledge and ideas 
of their age, but the very phenomena to be interpreted 
are themselves produced by, and dependent on, the con¬ 
dition of society. It is this feature which alone can fully 
explain the abs*ence of financial theory at periods of ap¬ 
parently high civilisation and culture. 

Our historical inquiry has at present to lie'limited to 
what is known as the ‘ external ’ history of the science of 
finance, i.e. to an outline of its general aspect and leadvitg 
representatives at each stage of its growth. Its ‘ internal ’ 
history, which considers the origin and growth of the 
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separate doctrines*o? finance, wilUbe more hyy treaty in 
the systematic sections of the wo/k.*^ , 

§ 2 . In classical antiquity, thoifgh the need qf revenue 
wgs often a pressing one, and though at leasf under the 
Roman Empire financial admini.stration was elaborately 
organised,! there is«n« appearance of a sci^tific treatment 
of financial problems. The nearest approach to discus¬ 
sion of such questidns* is found ^n the little work on 
yie Athenian Revenues, formerfy attributed to Xenophon, 
and modern* research has succeeded in collecting stray 
passages frojq classical authors that incidentally deal 
with financial queitions.^ There* is no great difficulty 
in accounting for this neglect. The causes which pre¬ 
vented the development of economics equally hindered 

that of* finance. The whole constitution of the societies 

• • 

of Greece «Ind Rome was based on conceptions directly 
opposed to those under which our modern doctrines have 
been formed« With them the State was placed above and 
before the ^individual, who was bound to sacrifice himself 
unreservedly for his country. To persons holding such a 
belief the question of just taxation would appear to 
be of trifling importance. That one man was asked for 
20 per cent, of his income, while anoHier escaped with 
a payment of lo per cent., would not concern those who 
regarded all revenue as due in case of need to the State. 
The views of thc.se ancient societic.s in respect to public 
expenditure and credit were vitiated by the same notion 
of State omnipotence.'* The whole organi.sation of classical 

* The parts of llio Tlieodosian Code dealing willi aij^ivnistration are our 
principal source of information as lo the financial system of the later Roman 
Empire. Sec, for a lucid exposition of the mechanism of Roman finance, 
Humbert’s Ess^^i sur ks Finances ei la Compiabilillpuhlrque (hez les Romaim 
(Paris, 1886, 2 vois.), The standard work on Athenian finance is Boekh, 
StaatshaushaKung dcr Alhener (3r(l ed. by Frankel, 1887). A consitlerable 
a n^ nt of inforrsation respecting the (ax system of Egypt has been oI»taine<J, 
ann much more may be expeeftd, through recent inve.stigations. See Wilcken, 
Grieckische Ostraka aus Wlgy'/f^n mid Nnbien. 

* E.,g. Tacitus, Ann. 13, 31 ; Pliny, Pan. yj. 

* See De Coulangcs, La CiU antique^ Bk. iii. ch. 18, for a poweiful slate* 

C 
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society tended to confirm this belief J ^oth it^ Greece and 
Rome, war, and its product slavery, were regarded not 
simply,as .permissible, blit as praiseworthy. Free industry , 
was consequently placefl kt a disadvant/ige, and the®retaf- 
dation of economic development which inevitably resulted 
did not allow of the existence of those institutions through 
whose' agenc 5 ^ public revenue and credit can alone be 
successfully promoted^ It requires 'some knowledge of 
economic forces to -see that State finances depend ulti¬ 
mately on the production of wealth by individuals, and 
that without security, and a just division of ppblic burdens, 
it is impossible to exp^ect the continuous growth of the 
source from which all income, public and private, comes, 
viz. the '"effective application of labour,, natural agents, » 
capital and invention to t^>e task of production. The 
history of the fall of the Roman Empire is bdt one long 
illustration of the danger of neglecting a proposition so 
obvious to any modern.' 

§ 3 . The mediaival period shows quite as little trace of 
financial theory, while the actual organisation of adminis¬ 
trative agencies is much inferior to that of the later Roman 
Empire. On its financial side the so-called feudal system 
exhibited a surrender of the public claims in favo^}r of 
the principal lords. Some parts of the Roman arrange¬ 
ments survived, but they were gradually transformed until 
the sovereign at last had to depend on his own property for 
support, with whatever supplement might be derived from 
the fees that he obtained. It necessarily followed that 
—even were ^the intellectual conditions favourable—no 
developed financial theory was possible. -The administra¬ 
tion of the royal income forced the officials of the feudal 



State. 


’ For the causes hindering the rise of economic science, see Ingram, 

Pol. Economy^ 7-9; for Roman ignorance of ttie principles of taxation, cf. 
Merivalc, Romans under the Empire^ viii. 356; and for the obstructive effects 
the methods employed by the Empire, Guizot, Civilisation in France^ 
Lcci. 2 ; Clamagcran. Histoire de tlmp$i en France^ i. 89 sq. 
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State to attend to*thfc details of financial progsdure, b*it of 
theory or even precise knowledge ^liere,is no appearance.* 
The first traces of a revival of method in practigal^finance 
ane fohnd in the Giprman and ItJli^ cities, which in many 
respects were free from external control. It is in them, 
too, that we find tke'first attempts at theoretic discussion, 
which; Indeed, were the natural outcome of their greater 
economic activity.* Specially notewr>rthy are the Florentine 
fontroversies respecting progressive taxation with their 
partial anticlpatipn of modern views.^ ^ 

§ 4. The ^'ssolution of the Middle Age economy both 
in state and privatb life, and its replacement by the modern 
system, mark the time at which finance as a theoretic 
study first ffecatpe possible. The political writings of the 
preceding period were under Jlieological in Alienee, and even 
those of the’fifteenth and the opening of the sixteenth cen¬ 
tury, more especially those of Macchiavelli and Sir Thomas 
More,wereiimited by their dependence on the ideas of clas¬ 
sical writefB. But the firmer organisation of the centralised 
monarchies of France, Spain, and •England, the develop¬ 
ment of money dealings, and the revolution in economic 
relations produced by the supplies of the precious metals 
frorn the New World, presented to reflective minds a series 
of problems which could not be solved without the aid of 
wider conceptions; and accordingly we find that the latter 
part of the sixteenth century exhibits a new development 
of social and political inquiry. The most prominent repre¬ 
sentative of this movement is the French writer Bodin 
(1530-1596), whose Republic appeared in French in 1576 
and in a more complete form in Latin iTi 1586. Apart 

* The Dialaf[ui^e Scaccario in Stubbs’s Select Charters., 168-248, shows the 
processes of the English Exchequer. See also H. Hall, Antiquities of the 
Exchequer, * 

one example of mediaeval city finance, see Schonberg, Finatizverhalt 
nisse der Stadt Basel im uttd 15. Jahrhundert. For some features of 
Florentine finance, see Seligman, Progressive Taxation, 22 sq., 7a The most 
remarkable Florentine writers were Palmieri, Guetti, and Guicciardini the 
historian. 
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from,, its general treatment of political Science^ the second 
chapter of the sixth bo($k of the work contains an examina- 
tioti of thg various forme of the public revenue; they are 
grouped under seven heeds, the most important «beiijg 
(i) the public domain, (2) import and ex{X)rt duties, and 
(3) direct taxation. In accordance witj;i the ideas of the 
mercatitile system, Bodin approved of customs .both on 
imports and exports, but he distiVigaished between raw 
materials,’ and ‘ manufactu'rcd articles,’ advocatfhg high 
export dues on the former, and high impdrt -ones on the 
latter. Direct taxes should, he thought, be resorted to only 
in cas,c of necessity, and then should be proportioned to 
‘.faculty.’ Taxes on luxury he regarded with special ap¬ 
proval. Me condemned the many exemptionsTrom direct 
taxation which existed in the France of his time, and Sdvised 
a census to enable charges to be proportioned,Ito property. 
H is influence can be traced in the German financial writers 
of the next century.* 

§ 5. The predominance of the set of conceptions usually 
de.scribed as ‘ Mercantilism ’ is the principal condition 
affecting the growth of finance in the seventeenth century. 
Political economy came into existence as a collection of 
practical rules foi the guidance of statesmen.^ In this 
aspect it is de.scribed by Adam Smith, who states thftt it 
‘ proposes two distinct objects ; first to supply a plentiful 
revenue or subsistence for the people .... and secondly 
to supply the State or Commonwc.ilth with a revenue 
sufficient for the public service.’® The latter or financial 
aim was particularly developed in Germany. Not to 
dwell on the waiters on ‘ the Treasury’ and ‘on Taxes’ in 
the seventeenth century, who show some advance on the 

^ The fullest account of Bodin is in Baudrillart’s Jean Jiifdin et son Temps 
(Paris, 1853). 4^1!? views on taxation are (iescril>ed by Claniageran, ii. 314-330. 
For*^English readers, Hallani, l.iferatun of Europe^ Part ii. ch. 4, § 2, may 
be noticed as giving a convenient summary. %, ^ 

* Such was the work of Antoine Montcrctien, TraicU ctEconomic Politique 
(1615)) a series of counsels addressed to LouU XIII. 

• Wealth of Nations^ 173. 
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views of Bodin,^ Miare was the ‘ Chamber ScidVice ’ of the 
eighteenth century, which presented its highest form in the 
works of Justi and Sonnenfels. TheTonfter writer discussed 
fj^nanciial questions both in his ,S/aa(szv!Sseiisc^tr/t (1755) 
and his Finanswesen (1766). He field that taxation should 
be proportioned to [yoperty, and is credited with tlie crea¬ 
tion of j theory o^the so-called Regalia, but his real^^crvicc 
seerqs to have beeij the placing'in systematic order the 
views pfevalent in his day on*the*various parts of public 
finance, and giving such matters a prominent place in an 
exposition of political science.''* • 

In Franc 5 finanjial topics receiv^ed a different treatment. 
The organisation of the absolute monarchy, the* wars 
which accoijipanied it, and the elaborate and n\pny-sided 
commercial polity of Colbert’.s administration (1661-1683) 
brought ahqut a state of things that effectively marked out 
the line of thought on such problems. The extraordinary 
brilliancy and apparent prosperity of the State contrasted 
so forcibly* with the e.xtreme misery of the people as to 
give reason for believing, either that the distribution of 
taxation was unjust, or that its*amount was excessive. 
The French people, in fact, suffered from both these evils, 
and it was in the advocacy of a refonripd tax-system that 
the* first efforts of the dissentients from the prevailing 
mercantile doctrine were made. Vauban’s Dime Royale 
(1707) presents a melancholy picture of the condition of 
France, and suggests the reform of taxation by abolishing 
most of the existing taxes and their replacement by his 
proposed ‘ royal tithe ’-^a single direct tax of 10 per cent, 
on all classes. • Here we notice a complete departure from 

* The most remarkable of these writers are ]‘'au.st, Conriiig, and Kluck. An 
attempt has b^ermnade by Stein (i. 125, and Finanzankiv, i. i sq.) to prove 
that tfie last-named was ‘ the true founder of the theory of taxation,* hut the 
bulk of his work seems not above the ordinary mercantile position, and his 
^PVs on taxation are derived from liodin. He has been further accused of 
copying from the earlier work of Kaust. See also Koscher, Gesthichle, 210 sq. 

* For Justi, see Roscher, Cesthkhle, 444-465 ; for his Finance, 461-465; 
also Cohn, §§ 9, 71 j Meyer, 16-17 I Wagner, i. 35-6. 
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the more stperficial view of the earlier ijvHters, who espe¬ 
cially approted of tax/;s on commodities as fencouraging 
industry, and a cFearCr ji'ppreciation of the real pressure 
of t^ixatiofi. Boisguillebert, both in his Detail de la fyance 
(1697) and His Factum de la France {1707), maintained some¬ 
what similar views, more particularly as to the superiority 
of direct taxation. Both may be regarded as precursors 
of the advocates of the direct single tr^x in the eighteenth 
century. In a different' part of finance, and at a later time, 
Montesquieu contributed some additions to the received" 
views. The 13th book of the Spirit 0/ Laws {17 is 
devoted to an examination of the political side of taxation 
and to a criticism of several existing taxes. He is strongly 
in favour of progressive taxation, influenced probably, as 
M. Sorel has remarked,^ by the practice of' the Athenians. 
It is, however, in showing the I'elation of the finanpial system 
to the political constitution of each country that Montesquieu 
is at his best; his views were evidently formed from his 
study of the English Constitution, which provided more 
efficient safeguards for the interests of the subjects than 
were to be found in any continental State.® In other 
respects the study of financial problems had not claimed 
much attention in, England. The pamphlet literature of 
the seventeenth century had handled certain special points, 
but the pressure of taxation was not such as to lead men 
to look for remedies against its evils. The rise of statistics 
under the name of ‘ political arithmetic ’ gave an impetus 
to the examination of the facts of finance, especially in the 
numerous works of Sir W. Petty, who, in company with 
Locke, considerfjd the question of incidence in taxation. 
The question of public credit was discus.sed by Davenant 
and the proposals of Decker and Vanderlint for th^ establish¬ 
ment of a single tax are worthy of note as 'marking the 

* MontesquieUy ^ . 

• Sec the texts of Vaul>an and Boi^uillebert in Lts iconomisUs Financiers 
du XVIlime SiicU (ed. Daire). Also Ingram, 57-9. For Montesquieu, ^ 
Stein, i. 131-3, 
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tendency of thought* Two of Hume’s Political Essays 
(1752) are ctevoted to ‘ Taxes ’ anti ‘ Public Qedit.’ They 
show traces of the teaching of ]Vlont«sqi»ieu on the political 
effects of financial regulations, but also a far gre«tej kr»w- 
4 iSdge of the ecoribmical influence, of taxation and credit 
The Physiocratic doctrine of the incidence of taxation was 
rejected by Hume.^s* was also the popular wiew that national 
debts were beneficial., A few years later than fume’s 
Essays appeared flie Principle^ of Political Economy of Sir 
•James Steuarf (1767), embodying the teaching of the 
English mercantilists in a systematic form. The destruc¬ 
tion of the system which it advocated prevented the work 
acquiring any influence or even general reputation, riiough 
some of its discussions of finance are interesting and 
suggeative.^ • ^ * 

§ 6. Th,e changes in the«tone of thouglit on economic 
questions and the position of society facilitated the establish¬ 
ment of the first scientific .school of social philosophy— 
the famous group or ‘ sect ’ of ‘ Economistes! Most of their 
views are*to be found in germ in earlier writers, but they 
have the merit of presenting themr in a definite form. It 
concerns us particularly to notice that one of their cardinal 
doctrines—the ‘ iinpdt unique ’—was a financial one, and 
that financial questions occupied a great deal of their 
attention. However widely modern writers on finance 
may differ from the Physiocratic conclusions, they must at 
least allow that their selection of problems was a good one. 
With very defective information the 'Economistes' sought 
to determine the question of justice in taxation—its real as 
opposed to its apparent incidence, and its effects on the 
growth of national wealth ; their analysis of the sources of 
revenue an of the extent to which each could contribute 

* On these minor writers, see Ricca-S.iIcrno, Le Dottrine Finamiarie in 
Inghilterra; also Vocke, Finanzarchiv, vii. 56. • 

••• * The most important parts of Steuart’s Frindples, so far as finance is con¬ 
cerned, are—Book iv. part 4 (Public Credit), and Book v. (Taxes). For a 
good, but too favourable account of Sleuart’s financial doctrines, see Hr^lrach, 
(/niersi4€&ungm Uber Smithy Book ii, clp 4, isl section. 
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to the puh’ic requirements, though not* tforrectly 'worked 
out, ‘yet indicated a ^fi'uitful line of research for later 
inquirers. The founder of the school—Quesnay—has dis¬ 
cussed .taxation in his Second Probleme Acononiiquf, and 
several of his MaxinteS’ refer to finance.' The elder Mira- • 
beau, one of his most ardent disciples, published a treatise 
on ‘taxation,’ afid all the members of fhe group adopted 
the befief in the superiority of dir^ct^ taxation on the net 
product of land, thougli admitting the 'temporary use of 
other taxes.' By far the most illustrious member of the* 
sfhool—though in some particulars he dissented from their 
doctrines—was the statesman and philosopher Turgot 
(i727-< 1781), who in his numerous papers on questions of 
finance has shown an amount of practical insight com¬ 
bined with theoretic power that his successors havc^rarely 
equalled.’^ • 

The influence of the Physiocrats on financial practice 
was slight, but it appears that the Constituent Assembly 
(1789-1791), under the guidance of Du Pont dc‘ Nemours, 
sought to realise in part their idea of a tax oil the ‘ net 
product ’ from land. Their action on the progress of 
speculation has been much more powerful; the form of 
many financial problems in modern times can be traced 
back to their teaching, and their leading conceptions have 
affected the Wealth of Nations? 

§ 7. The great reputation and the permanent merits of 

* See Physiocrates (cd. Dairc), 128, or Oncken’s Quesnay ^ 696, for the 

Second Problhne. Of llie Maximes, Nos. 5, 27^ 28, 29, 30, relate to finance. 
For the latest views pf Quesnay’s position, see S. Bauer, ‘ Zur Entstehung der 
Bhysiocratie ’ ; Jahrbikhet\ August 1890; and Quarterly Jottrnal of 

Economics, v. 100 sq. ; also Schclle, Du Pont de Nemours (Baris, 1888). The 
general doctrines of the Physiocrats arc described for English readers by Mr. 
Higgs, The Physiocrats (1897); their tlieory of incidence is d*ell"explained in 
Prof. Seligman’s Shifting and Incidence of Taxation {2nd ed. 1899), 95-H2. 

^ See QCuvres'de 'Turgot {c<\. Daire); for finance more especially, i. 389-632 ; 
ii. 368-432, but financial <]ucstions are often noticed by him when treating^' 
other matters. On his dilTerences from Quesnay, see Schelle, 127 sq. 

* For the influence of the Physiocrats on the financial system of the Revolu* 
tion, see Stourra, i. 128-130, ii. 2-11; Schelle 319 sq 
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Adam Smith’s etopomic and financial work hai^e led to a 
perhaps undfte depreciation of the'services rendered b)» his 
predecessors, but it is hardly questionable that in finance, 
as in economics, the Wealth of Nations was far s«p5rioi»to 
any earlier work, aftd its superiority.in each case was due 
to the same qualities. The fifth book—which considers 
‘ the expenses and Revenue of the Soverei^i ’ shows com¬ 
prehensiveness of view, fj^licity of illustration, and thdrough 
understaiading of the practical ajpecte of financial problems, 
while the Iqoseness of arrangement, which has been so 
often censured, is less evident here than in the earlier part.^ 
of the work. • It is guitc po.ssible for critics, irritated by the 
lavish praise bestowed on Adam Smith by the less intelli¬ 
gent of his followers, to show that most of his views have 
been sat forth by others at an earlier time; the Physiocrats 
may have had a firmer gra.s^ of the narsower premises 
from which they reasoned ; the technical side of finance 
may have been more exhaustively handled by the trained 
officials of •the German States ; but the establishment of 
any or of all these propositions does not invalidate Adam 
Smith’s claim to be the greatest of theorists on finance.* 
Not only docs he stand in the centre of financial develop¬ 
ment, summing up and co-ordinating the work of the pre¬ 
ceding century in its various lines, anct determining the 
future course of scientific thought: he further contributed 
an important element to the science of finance in his 
recognition of its close connexion with the theory of 
economics. It was by bringing out clearly that the .solu¬ 
tion of such questions as the incidence of taxation depended 
on the economic theory of the distribution t»f wealth'* that 
he affected the progress of the science. Moreover, it was a 
renovated political economy which he applied as a solvent 
for some of ?lie most difficult of financial problems. His 
assaults on the mercantile system, effectually deprived it of 
i*»y claim to be the ajeredited economic doctrine of Euro- 

* Cp. the judgment of Prof, llasbach, Uiilersuctmngen, 220-9S. 

• Cp. Book i. chap. 6 (22), with Book v. chap. 2, part 2 (347). 
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pean thought, and replaced it by a rnot^ •accurate body of 
principles influenced far different views.* The State 
appeared as but ®ne«ameng the several claimants om the 
national ^revenue, which was the product of individual 
energy and* prudence, not of the paternAl wisdom of states¬ 
men. This alteration of aim at once limited and rendered 
definUe the prtivince of finance; instead of the constant 
regulation and encouragement ivhich Colbert deemed 
necessary for national prosperity, the prolalem was narrowed 
down to maintaining the natural conditions* of. society, and 
applying state revenue to that comparatively simple object. 
Questions of finance came thus to occupy a» larger share 
of attention than could be bestowed on them when industry, 
art and morals were also subjects for the sovereign’s con¬ 
stant watchfulness and care. It may have been, a« many 
German writers have argued,' that this doctrine bears 
the marks of exaggeration usual in all reactions, though 
their view of the case is not completely established ; but 
when a comparison is made of the work of those who came 
under Adam Smith’s influence with the system's that pre¬ 
ceded the appearance Uf his treatise, we can say that any 
possible loss through ‘ radical ’ or ‘ doctrinaire dogmatism ’ 
is far outweighed^ by the removal of perplexing fallacies 
and the establishment in their place of broader and more 
philosophical principle.s. Finally, the value of each part 
of the Wealth of Nations is so bound up with that of 
the substance it contains that it is only iil studying the 
actual doctrines of finance that we can form a satisfactory 
judgment on its position. • 

§ 8. The Wealth of Nations was speedily translated into 
the leading European languages, and exercised a power¬ 
ful effect on the development of financial doctrine; but the 
nature of its influence varied with the condition of the 
different countries in which it was studied. In England, 
where its action on practice, at first great, was retarded*^ 

* Cohn, §1 II-I2; alsohis(;r»«rf 4 r^««,f, §§ 74-79 ; Geffcken, in SchonWg, 
22 i Wagner, i. 40-* ; also Ingram, 107-9. 
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the outbreak of thck French Revolution and the .unreason¬ 
ing conservatism which the excessb^ of the Jccobins con¬ 
firmed in the minds of the ruling olassres/ the principal 
stimulus to speculative thought was found in hi* apaly^iis 
of*the operation of taxation on national wealth.* This part 
of his work was further developed in Ricardo’s Principles 
oX, Political Econotny and Taxation, where it^iaturally found 
a place as an applicatioit of the revised theory of distribu¬ 
tion in » peculiarly rigorous agd abstract manner.® This 
tendency to abstraction led to a division of the treatment 
of financial questions that proved very unfortunate for the, 
progress of ‘the science. Writers on political economy 
contented themselves with general*and rather vagua dis- 
cussiotjs as to the influence of taxes, while the facts of the 
existing system ‘were criticised or defended in numerous 
pamphlets of ephemeral inte*est. Even works of greater 
merit, such as Parnell’s Financial Reform (1830) and 
Sayer’s Income Tax (1833), suffered by the .separation. 
The nearest approach to a combination of the different 
aspects of*finance was made by McCulloch in his work on 
Taxation and the Funding System (1845, ed. 1863), 
in which the defects are more apparent to modern readers 
than the merits which at the time it undoubtedly possessed. 

French economists and financial theorists were more 
impressed by the negative side of Adam Smith’s teaching, 
a tendency that was much strengthened by the works of 
J. B. Say— TraiU d’Economie Politique (1803), and Cours 
Complet (1828)—who was disposed to undervalue the 
• 

* The contrast between the liberal policy pursued by th^youngcr Pitt in the 
earlier years of his administration and his later measures is very marked. 
Examples belonging to our subject are the Commercial Treaty with France in 
1786 and the consolidation of the Customs Laws. 

* Ricardo, chafs. 8-i8 inclusive. See Wagner, ii. 333, and Cohn, § 248, for 
recognition of his work in this respect. In another department of finance, 
R. Hamilton, by his work on The National Debt, developed ahd added to the 
nffuments of Adam Smith, and was followed by Ricardo. Sir J. Sinclair’s 
History of the Public Revenue 3rd ed. 1803) deserves mention for its 
careful treatment of facts and the acquaintance shown with foreign literature on 
Uie subject 
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services of the State even in the djsohdrge of its neces¬ 
sary functicms. The very complicated finandal -system of 
France has, however,‘led*10 its study from the administra- 
ti\fe p«irft of view, and^ special financial questior^ have 
received rttuch more "attention from ’French than from 
English economists. There are numerous treatises on 
‘ Taj^tion ’ anfl ‘ Public Revenue,’ marked by a gencrfil 
disposition to lay stre.ss on the p»nqjples of natural^ right 
and justice as against %conemic expediency. Most French 
writers also exhibit a strong dislike ta any financial 
measures believed to savour of socialism, e.g. progressive 
taxation, or even an ineomc-tax. With rare exceptions— 
such*as the work of C’anard already mentioned, and the 
remarkable studies of Cournot—they show lijtle taste for 
deductive reasoning or for the discusston of q*estions 
like that of Hie incidence "of taxation whicli needs its 
use. On the other hand, they are prolific in historical 
and statistical works such as tho.se of Vuitry, Clamageran, 
Stourm, De Parieu, Vigne.s, .'\udriffrct, and Gomel; the 
great Dictionnaire des Finances (2 vols., 18*94), issued 
under M. Leon Say’s Superintendence, is a storehouse of 
materials on French financial administration. In the 
convenient work of Gamier, Traile des Finances (4"'“ ed. 
1883), and the more brilliant treati.se of Leroy-BeauJicu, 
Science des Finances (6'““ ed. 1899), they have te.xt-books 
of a high order, the last mentioned work in particular 
being remarkable for fulness of information and lucidity 
of style. Up to the present the dislike to state action is a 
distinctive note of I'rench finanoial work, and in this 
respect it furni^shes a useful corrective to the doctrines 
prevalent in Germany. 

§ 9. The introduction of the doctrines of ^e Wealth of 
Nations into a country where the older traditions of the 
Chamber Sciences’ were so strong as in Germany, 
Drought about a re-casting rather ttan an abandonment 
of the earlier methods. The masses of material which 
writers in conformity with previous usage continued to 
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bestow on their readets were presented from the <new point 
of view. Financial questions wer^ either examined' in 
special works, or were assigned a SepSratii place in general 
economic treatises under the ^itle Finanzwihenschdft. 
Passing over the le^s important works of the eavly part of 
this century,^ we come to the treatise of K. FI. Rau on 
Economics, the third volume of which, devdted to fir^ance, 
appealed in 1832 (Sfh ted. 1864). The merits of'Rau’s 
writings kiy in the fulness of thair iirtbnnation, and in their 
systematic arrangement, both of which admirably fitted 
them for use by students, who obtained a general view ot 
the science aS accepted at the time. His influence in pro¬ 
moting the study of economics and finance in Gerfnany 
was great, .though often forgotten by his successors.^ 
Discus.fion of hi 5 doctrines belongs to the treatment of 
the science,.but we may just ifotc his separation of “ fees ” 
{Gebiihren') from ‘ taxes ’ (Steueni), and his recognition of 
the influence of administration in finance. The monograph 
of Nebeniu 5 on Public Credit (2nd cd. 1829), is entitled to 
a place beside Rail’s more comprehensive work, as giving 
a full treatment of one of the most disputed financial topics. 
Somewhat later in date is Hoffmann’s Theory of Taxation 
(1840), which has been adversely criticised by Roschcr 
and* Wagner on account of its unsystematic character, 
but which nevertheless has had considerable effect on the 
progress of finance. It appears to aim at giving a 
scientific justification of the contemporary fiscal policy of 
the Prussian State. Many other German writers will 
require attention in connexion with special doctrines, but 
the older school that was more or less clqsely limited by 
the traditions of Adam Smith’s teachings in the shape in 
which they I'^d been arranged by Rau, presents but one 
more'name for consideration at pre.sent—Von Hock, who 

Among those who mayj>e mentioned are ifarl, Krclil, Fulda, and more 
especially Jacob [Finanzxvisseiisihafi, 1821) and Malchus {Finanzwissenschaft^ 
1830). 

See Roscher, Geschichte^ 847 sq. 
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examined'in separate works the financiftl systems of France 
(1857), and\>f the United,States (1867), and also wrote on 
Public Revenue attd t)ebh (1863). This work includes in 
brief eoi^pass the leadir^g questions o^f taxation and in¬ 
debtedness*; it is specially good, as might have been 
expected from the production of a ^rjined official, in its 
discussion of a 3 ministrative points.’- 

So far the development of fiflaixe^ in Germany had 
been carried on in conformity with the conce'ptions of 
Adam Smith and his followers, though mbdified in some 
degree by the peculiar conditions of the country; but 
towards the middle of, the century, now forces began to 
act oh the social sciences, which had considerable effect on 
their methods and doctrines. Among the agencies that 
more particularly influenced financial studies, tve can 
indicate threej^viz. (i) the Sse of the ‘ historical’school, 

(2) the disposition to treat finance as a part of administra¬ 
tion ( Verzvaltung) in the newest sense of that term, and 

(3) the advocacy of politico-social, as opposeij to purely 
financial, aims in fiscal matters. The historical economists 
did not contribute much to the substance of financial 
doctrine, but the importance attached by them to dis¬ 
tinctions between, the different stages of social life, and 
their assertion of the impossibility of laying down 
universal precepts, were evidently applicable with peculiar 
force to the systems of taxation existing in different 
countries. The belief that the present could be fully 
understood only in the light of the past made it desirable 
to study the history of financial arrangements, and some 
of the best darinah work has been in this direction.® 
Some supporters of the school, in particular Schaffle and 

I 

* For fuller examination of the German writers of this period, see Wagner, 
i. 44-S, ii. 7-9, 11-12; Meyer, §§ 6-9, 13, 17, 18, 19; Vocke, Abgaben^ 
10-33; Lehre von dcr SUueriiberwdlzung, 104-144. ^ 

2 Such as the already mentioned work of Sch 6 r 4 >erg, Finanzverkdlinisse der 
Siddt Basel Schmoller, Die Epochen der preussiseken FinanzpoHtik ; 

Zeumer, Die deutschen Stddtesteuern j Vocke, Gesehickte der Steues'n der brit 
R'eiche, 
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Schraoller, went further and assaile,d such cardinal doctrines 
of received financial theory as that>of‘net income being 
the sole fund on which taxation could fall,’ and this 
qi*estionable position was supported by arguments’which 
led to a closer study of fundamental financial principles.* 
To Stein is due a r|oyement towards regarding finance as 
a problem of administration. His Finans'wissei\‘ichaft 
(5th ad. 4 vols., i8§s-^6),’much modified and expanded in 
its later editions, contains, along with a great deal that is 
disputable itnd* fanciful, a full treatment of financial 
organisation. The State with its administrative organs is in’ 
his view thetasis of the financial system, and the history 
and statistics of the various European countries receive 
considerable»attention. More important, from a ^practical 
standpoint, than the influence of Stein, is the tendency to 
regard the financial system as’an agency for redistributing 
wealth. This position, supported most prominently by 
Wagner,^ is, not fully accepted by other economists and 
financial waiters, but in several works propositions are set 
forth which need this politico-social view as their logical 
basis. 

The result of these several influences has been to give a 
special tone to German financial work,jsincc even where 
the newer ideas are not accepted, they are pre?sent to the 
writer’s mind. This change in attitude towards financial 
problems is the outcome of beliefs which may briefly be 
enumerated as follows: (1) Public finance is a matter of 
national interest; it is not merely a distribution of burdens 
among the individual citizens, who owe ^duties to the 
State which if ought to be their privilege to discharge; 
(2) Financial administration is largely dependent on 
national pecHiliarities; each country has, or needs, a 
system suited to itself, so that the idea of a single 

J'ational ’ system of taxation is absurd ; (3) The same 

• 

> Schaffle, GesamnulU AufsStu, i. 158-183, esp. 167 sq.; Schmoller, ‘Die 
Lebre vom Einkommen * {Zeitschri/tfiir Gesammte Staatswissenschaft^ 1863). 

* Especially i, 48-50, ii. 449. 
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conception of relativity applies to the ^fstory of finance ; 
earlier systims, e.g. tfee Roman, have to be judged in 
relation to the chcufnstdnces of the age in which they 
existed. * , • , 

Instead ’of attempting to criticise the opinions and 
tendencies just described, we have^ rjther to notice the 
remarkable proHuctiveness which has been the outcome ol 
the study of finance in Germany. .Either in respect to 
general text-books ancf manuals or to monograplfs on the 
most complicated questions she holds the first place. Of 
the former, in addition to the previously noticed work of 
Stein, there are : the very extensive treatise 6f Wagner— 
still ihcomplete—in which each aspect of finance is handled 
at even undue length ; the shorter and more lucid work of 
Cohn, where the evolution of financial systems is Brought 
out by descrifKion rather tlftin by brief and .precise pro¬ 
positions ; the less attractive manual of Roscher, which, 
however, gives a collection of the various opinions and a 
mass of interesting historical detail; the compact and 
conservative work of Umpfenbach, exhibiting some of the 
best qualities of the older writers ; the concise manual of 
Eheberg (5th cd. 1898) ; the somewhat abstract and pe¬ 
culiarly arranged ijitroductoiy book by Vocke {Grundsiige 
der Finans-wisscnschaft, 1894) and lastly the Outlines 
subject by Conrad. Almost reaching the character of 
general manuals are the more limited treatises of Schaffle, 
{Grundsdtse der Stenerpolitik 1880: Die Steuern, 1895; 
1897) Neumann, Sax, and Vocke {Abgabcn, &c., 1887). 
Among special works there is tht collection of mono¬ 
graphs in the* third volume of Schonberg’s Uandbuch — 
which had be.st be regarded in that light—and numerous 
smaller studies on such questions as ‘ progressive taxa¬ 
tion ’ (Neumann), ‘incidence of taxation’ (Falck, Kaizl) 
‘justice in ' ta.xation ’ (Meyer), ‘the exemption of the 
minimum of subsistence’ (Schmidt). rWhen the abundant 
periodical literature appearing in the journals of Conrad, 
Schmoller, and Schanz—the last devoted exclusively to 
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financcr—is added, «an form sonye idea of the activity ol 

German workers in this field. 

§ 10. At a comparatively early penoa quesrions relating 
to jiublic revenue and expenditurahad attracted attention 
in Italy. The work of Broggia (1743) has been described 
as ‘ the earliest rqjitiiodical treatise on ^ taxes ’; and 
several of the economists of the latter half of the eighteenth 
century examined the effects of ta.x^ation, and especially 
of those Taxes actually levied in their country. The 
influence of Aditm Smith and J. B. Say was for some 
time predominant in Italy as elsewhere. The development ' 
of financial science in Germany Jias, however, deeply 
affected Italian students, who have zealously devoted 
themselv es tothe examination of financial subjects, bring- 
[]]^(<1.S^r on tF?'ir .^'lectcd topics considerable independ¬ 
ence of niin(i,^nd at the same 1:imc a thorough acquaint¬ 
ance witli what has !Rcn already accomplished.^ Amongst 
general work^ may ® noticed the condensed outline by L. 
Cossa (7''"' fd. iSfjfll a short treati.se by Ricca-Salerno, 
written under the iifluence of the Austrian theory of 
value, the larger manual of Flora, and the more important 
and comprehensive ireatisc of Graziani {Imtituzioui di 
Scienza Finati.iie, 1897), which may fitly rank with 

the bSst text books o f other countries. The fundamental 
principles of finance have been examined by Viti de 
Marco, W azzola, and Zorli, in common with the theory of 
marginal utility. In like manner the difficult problems 
of shiftij^n and inwdcnce have been investigated by 
Pantaleo* i and Conigliam ; and studies on progressive taxa¬ 
tion have been made by Mazzola, and Mar*ello, and in a 
specially elaborate foim by Mase, Dari. The problems of 
‘double Iis.xat»on ’ (Garclli), and the ta.x .systems of 
federal stRtes (Flora) have also been considered. Questions 
of local feM!.f.ion hav» attracted attention and been con- 

’ For furflm details see Cossa, hUmiuction to the Study of PoUHtal 
Economy y ci, 15; also his Scienza delU innanze (Bibliographies); Ricca- 
Salerno, Sto'diic delle doUruhfmanziaru in Italia (2nd ed. 1896). 
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sidered ifl the monogra|)hs of Alessip afnd Lacava, but more 
thoroughly* in the very complete work of Conigliani (La 
Riforma delle li^gi’sui' Tributi Locali, 1898). Alessio 
h« also^ supplied a standard treatise on Italian finance. 
When the'special articles in the Giornale degli Economisti 
and other journals are added, it may, be said that Italy 
ranks next to Germany in the production of scientific 
works on finance.' , 

§ II. The increased attention paid to ecorro'mic and 
financial study has led to fuller recognition=of the work done 
' in other European countries. Thus the contributions of 
Dutch writers to finance, especially those of Pierson and 
Cork van der Linden, have been brought into notice. Spain 
has supplied a meritorious general treatise fin finance in 
the work of Piernas Hurtado (Traihdo de Hacienda 
Pbblicci, isf'‘cd., 1869, 5th ed., 19CX)—1901), the .second 
volume of which deals with the history and actual condi¬ 
tions of the Spanish finances. The Swedish writer Wick- 
sell has made valuable contributions to the theory of 
incidence, and the history of Swedish finance. What 
Maine has aptly calle'd “ the unfortunate veil of language " 
shuts off Russian and other Sclavonic writers on finance, 
unless where, as py Bdsobrasoff and Bloch, French has been 
used as the medium, or whore, as with KaizI’s Fmanz- 
wissenschaft (igoo —i), a German translation has appeared.' 
There can be no reasonable doubt that in the future it will 
be necessary to pay attention to a far wider field of scientific 
literature, produced in countries so far apart as Holland 
and Japan, but all serving to advance the development of 
an adequate fjnancial theory. 

§ 12. As noticed above (§ 8) the separation of economic 
theory from practical questions had a depressing effect on 
financial .studies in English-speaking countries. There was 
a decided' decline of interest in the scientific treatment of 
financial questions. McCulloch’s treatise remained foP a 

' The text-book of the Hungarian writer Bfla Foldes appears to be an im¬ 
portant one. 
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longtime the soleV*r^ of a general character. Tlte Englisl 
tax system wtis earliest discussed lig Leone kevi (i860) 
Morton Peto (1863), and Wilsdn. • ^series of book! 
by Noble criticised it from the ^extreme radicaPand fi%( 
trade standpoint. More scientific treatment was shown ir 
the Encyclopadia Britannica articles of Thorold Roger! 
(‘Finance’) and Professor Nicholson (‘Taxation Sijecfa 
questions were well dismissed by Baxter, Jevons, Leslie 
and jfr.*Balgrave. But, speaking bitadly, the question of 
a scientific fiqance was unsatisfactory. 

The decided revival of economic studies, both theoretical » 
and historicaJ, during the last fifteen years has had its 
effect on finance. The first sign of improvement wa!f the 
appearance oi important historical works by Hall 
History^of the Customs Revenue of England, 1885),'Buxton, 
[Finance and Politics, 2 vols.* 1888), and IMtvell [History 
of Taxation and Taxes in England, 4 vols., 1884 ; 2nd ed., 
1888), the last named giving an excellent account of the 
development’of the British financial system. The difficult 
problems connected with local taxation have been examined 
by Messrs. Sargent, Moulton, and O’Meara in the interests 
of the several parties affected. The various aspects of 
local finance have been scientifically expounded by Mr. 
Blunden, and ‘local rates’ have found an inimitable 
historian in Mr. Cannan, while the effect of assigning 
imperial taxes in aid of local revenues has been investi¬ 
gated by Mr. Chapman. More general theoretical pro¬ 
blems have received attention in the series of articles by 
Prof Edgeworth, as also*in Sidgwick’s works ; and within 
the last year thj subject of finance has be^fi comprehen¬ 
sively reviewed in the concluding volume of Prof Nichol¬ 
son’s Political^ Economy. In periodical literature, too, 
financial questions have received more notice, owing prob¬ 
ably to the greater pressure caused by the ra^id growth 
of^ expenditure, which Jias aroused practical interest and 
compelled reference to general principles. 

Another class of contributions has also of late years 

D 2 
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increased in importance. England lias gjained a high 
reputation 'for the me.'its of its ‘ Parliamentary Papers ’ and 
■ Reports.’ Some of the most valuable studies in the 
statis?ics and theory of finance are embodied in these 
ponderous volumes. The Report on Import Duties (1840), 
The Inquiries on the Income Tax 1(1852-3 and 1861) 
andr^he Returns on Public Income and Iixpenditure(i869), 
are good examples. Put in recent years many additions 
of special value have becifmade. The Committee on Town 
Holdings (1886-92), The Lords’ Committee on Betterment 
(1894), The Report on the National Debt (1891), Sir H. 
Fowler’s Local Taxation Report (1893), and The Royal 
Commissions on ‘ Indian Expenditure’ (1896-1900), ‘ Irish 
Financial Relations’ (1895-6). and ‘Local Taxation’ 
(1898-1902), have supplied a mass of materials ancT theories 
of the highest interest to scientific students. , The speeches 
of finance ministers and the debates on financial measures 
are buried in the volumes of Hansard and therefore difficult 
of access, unless, as in the case of Peel, and, partially, of 
Gladstone, reprinted in a separate form.* 

§ 13. The comparative apathy respecting the .study of 
finance which, as we have seen, existed in England was 
also to be found in the United States. The burning ques¬ 
tion of the tariff excepted, there was little in personal 
problems. Mr. Wells’s Reports mark the opening of dis¬ 
cussion after the close of the Civil war. The great 
development of economic science since i888, however,soon 
extended to finance, and a valuable body of literature has 
been producc.d in the last ten years. Short text-books of a 
high character have been written by ‘Professor Plehn 
(1886, 2nd ed., 1900), and Profes.sor Daniels (1897), and a 
larger treatise of considerable merit by Professor H. C. 
Adams [The Science of Finance, 1898), whose work on 
Public Debts (1887) was one of the first indications of the 
new growth. Professor Scligman Has dealt with the more 

' Gladstone, Financial S/alenteiUs, 1853, 1860-64 ; Goschen| Local Taxa- 
Hon (1872), may be referred to. 
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important problem^ in an admirable series of Volumes: 
{Shifting ank Incidence of Taxation^ 1892, 2ri<} ed., 1899) 
{Progressive Taxation, Essays on' TcScation, 1895), and 
in special articles. Professor Ely^ Taxation in %nferuan 
States and Cities,*and Professor "Kinley’s Independent 
Treasury are valuajple studies in widely different fields. 
The bulky volume by D. A. Wells represents*an older point 
of vie^, but is serviceable for its facts. Instructive mono¬ 
graphs by Messrs. Rosewater (Epecml Assessments), Ross 
{SinkingFunds),’V>lQst {The Inheritance Tax), and F. Walker 
{Double Taxation), are specimens of the literature, dealing 
with the thedry and history of finance, which is being 
steadily increased. Dr. Hollander has edited a vofume 
of Studies ui State Taxation (1900), confined,to five 
southeriT states, and has himself written the Financial 
History of l\altimore (1899).* The Essay*on Colonial 
Finance (1900) is a result of the expansion and imperialist 
policy of the United States. America, like Phigland, is rich 
in official rejDorts and statistical returns. Of considerable, 
though very unequal, value are the Reports of the ‘State’ 
Tax Commission. The New York Rejiort (1871), the Ohio 
Report (1883), and the Massachusetts Report (1897), may 
be specially mentioned.* 

t 

^ Sherman’s Spienkes and Reports on Finance and 7 'axation may he referred 
to as a specimen of the work of American politicians of the belter kind. 
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STATE ECONOMY. GENERAL CONSIDERATIONS 

• 

§ I. The question of the nature and amount of public 
outlay forms, as we have seen, one of the cardinal branches 
of finance ; it 'has an important influence on ‘the other 
departments of the subject, «nd may be r^arded as the 
real end of* the financial system. In order to estimate 
correctly the expenditure of any given society, for state or 
public purposes, it is desirable to see the general features of 
the agency which so applies this part of national wealth. 
Most persons arc familiar with the conception of a state 
economy, and arc even prepared to adopt the view prevalent 
among students of social science, that Society is an organism 
with an independent life, manifesting itself in the exercise 
of different functions, one set of which has been speciali.scd 
in the regulating organ or the State. Without pressing 
this resemblance so far as is sometimes done,’ we may 
accept the evident fact that the state organisation has 
certain points of analogy with the arrangements of the 
individual, and that in regard to economic^’action the com¬ 
parison is particularly close. The individual and the State 
have each receipts and expenditure. Kach endeavours, or 
should endeavour, to obtain the greatest result with the 
smallest effort; for each it depends on the relation between 
^hese economic categories whether wealth is being accu¬ 
mulated or debt incurred ; and for each a careful method 
* by Mr. Spencer, Principles of Sociology, Pa?t ii« 
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of keeping'accounts is needed as a safeguard against errors. 
There is, hoVever, a still closer parallel to be 'found in the 
case of those ass6(!iations Vormed for the accomplishment of 
cerfain«plcial ends which,are usually known as ‘juristical’ 
persons or corporations. From the ordinary private part¬ 
nership, through the local trading company, the progres¬ 
sion <ian be traced up to such a body as the East India 
Company, that at one time wasr sovereign all bi^t in 
name. In all these associations the principal financial 
phenomena are exhibited in a similar manner, and in a 
Way that helps to explain the character of state finance. 
The existence of such^general resemblances*should not, 
however, conceal from us the fact that public agencies are 
in some essential points distinct from tlie ‘economy’ of 
the individual or of the association. It is *the presence of 
these special and peculiar features that renders the ex¬ 
amination of state economy needful in treating of public 
finance. 

2 . The first distinctive point in the public or state 
economy is its compulsory character. The individual or 
private association has to submit to limits other than those 
of his or its own will, but so far as legal restraints are con¬ 
cerned, the State stands in a position of complete inde¬ 
pendence. It is entitled to claim all the services ‘and 
property of its subjects for the accomplishment of whatever 
aims it prescribes to itself. When stated in so rigid a 
form, the proposition is likely to awaken dissent, and 
yet, from the strictly legal and administrative point of 
view, it is a commonplace since the time of Austin.^ The 
effectual limits* to state action depend, not on any legal or 
administrative rules, but on the difficulty of overcoming the 
obstacles set by external nature, and the sentiments of its 
subjects. Its expenditure and the objects to which it is 
directed are bounded by the productiveness of the national 
industries, and the facility with which the national wealth 

• See his Province of Jurisprudence Determined, and for earlier statements of 
the same truth, Hobbes, l^iathan, ch. i8 ; Bodin, De Kepubltca, Bk. i. clr. 8- 
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can be obtained flirough taxation for public* use. The 
compulsory nature of state acti^riws, then, 4 trait which 
marks it off from the individual or the pPivate society. 

• A second point of difference appears in the e*bdB to* be 
attained through state agencies. * They are* mainly, as 
Roscher remarks,\of an immaterial kind: the protection 
of the society against aggression, or internal disturjjahce, 
and^he promotion of progress in civilisation, are hardly 
capable*of being definitely mecfeureS and assigned a precise 
value, nor, even if they were, could the share of each indi¬ 
vidual be allotted to him in the exact proportion that he 
was willing*to pay for it. The fjorce of the State must 
prescribe what is to be paid by its subjects as a body, and 
the share tl*at shall be borne by each. As regard.s expendi¬ 
ture, tfie absence of a strict standard makes it very hard to 
judge the <extent to which tl?c public re.soifrces should be 
applied for the satisfaction of the several wants. This 
vagueness is made still more apparent by confining our 
attention,to a single public need in a given country—say, 
the amount of protection against foreign and home enemies 
required by England at present. How shall we determine 
the expenditure that is suitable for this object? ‘Adequacy 
in such cases,’ says Sidgwick, ‘cannot be defined by a sharp 
line. Most Englishmen are persuaded that they at pre.sent 
enjoy very tolerable protection of person and property 
against enemies within and without the country, but it 
would be difficult to argue that our security would not be 
enhanced by more and better-paid judges and policemen, 
or more and better-equipped soldiers and sailors.’* The 
problem, it is‘evident, can only allow of»an approximate 
solution, such as the actual circumstances will permit, and 
this finds its expression in the sentiment of practical states¬ 
men, who say with Sir R. Peel, ‘ In time of peace you must, 
if you mean to retrench, incur some risk.’ 

When the problerfl is widened so as to include the rela¬ 
tions of the several wants of the public organs of the society, 
* ji 109. ’ Ptlitieal Eccmmy, 543-4 (1st ed). 
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its difficulty is increased ; the adjustment" of the separate 
items of outky and the proportion that the total amount 
shall bear to the "Bum o/' national revenue, is a task that 
trieS the a‘bilities of the most skilful administrator. 

In connexion with the direction of public expenditure, a 
third feature of public economy comes, into prominence; 
one which, it is tfue, may in some degree be found in private 
associa’tions, but in a very restricted form. That i% the 
existence of special inteVests^opposed to the general' welfare. 
It goes without saying that the individual desires what he 
deems to be for his own good, and in most private companies 
the shareholders wish for the prosperity of thb institution 
in which their capital is invested. There are, however, 
cases where the holder of a few shares may make a gain 
indirectly, through some action of his company, whit'h will 
lower its divid'Cnds, and beiifg so far an ‘economic man,’ 
he may vote for and advocate that course. Instances of 
the kind are not very common, and the power possessed 
by persons in the situation just described is so slight that 
it may be neglected. The state organisation is differently 
placed. ‘ Sinister interests ’ exercise a good deal of control 
on its actions. There are large classes whose aim is to 
increase, not to reduce, the public expenses. More par¬ 
ticularly is this true of those connected with the gfeat 
spending departments of the state.' Military and naval 
officers are extremely anxious to insist on the importance 
of increasing our land and sea forces in order to secure a 
better system of defence. But each fresh addition to out¬ 
lay unfortunately fails to secure this result, which appears 
as far off as ever.* 

Reaction against the evils produced by these tendencies 
has, in England at least, raised up an opposite school of 
extremists, who are opposed to even the outlay required 

* ‘ Each public department stands prepared to give the most confident reasons 
why it is absolutely necessary to keep up the seal*, of its expenditure to the 
exact point at which it now is.’ Parnell, Financial Reform, too. 

• The events of the closing years of the 19th century both in England and 
the United States abundantly illustrate this statement. 
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for real elificiencyf .The inherent difficulties df the state 
economy are thus intensified bj^*c»nflicts of*interest and 
sentiment which, if not peculiar to it, at 511 events are most 
prominently exhibited in its wording. 

A fdlirth point of difference betvfecn the eccfliomy of the 
individual and that of the State is shown in the determi¬ 
nation of the area of work for each. The citizen will 
natiyally adopt the mt).st profitable employment o*pcn to 
him, or should it seem expedient, lie will combine several 
different occupations. The interest of others is a very 
secondary consideration; his activities will depend, as t» 
their spherS and extent, on the^'net advantages’ to be 
gained. His investments of capital will be similarly'deter- 
rained. Within the cu.stomary limits of law and morality 
he wiTl seek to make his advantages as great as possible. 
The field state action has to be mapped out on different 
grounds. The fact that a particular busine.ss or part of 
social action could be managed by the State without 
economic^sacrifice, does not prove that it should be handed 
over to public agency. It is in general a sound practical 
rule that ‘ the State should not interfere with private enter¬ 
prise,’ and whatever be the theoretical qualifications needed, 
it is plain that even its partial truth limits the operations 
of the public power. The existence and constant working 
of individual and associated ‘ economies ’ {Privativirth- 
schaften) beside and under the protection of the great 
compulsory economy {Zwangwirthsc/uift) of the State, is a 
point which should never be forgotten. 

Fifthly, a private economy differs from that of the State 
not only in the limitation of its area of fiction, but in the 
object of its working. It seeks to obtain a profit from its 
operations; in the language of finance it aims at a ‘sur¬ 
plus.’ The individual or company that just makes ends 
meet at the close of the year' is not in a prosperous 
condition. SomethiTig more is required to give a fund for 

' I.e. allowing only neces.'iary expenses for the individual, anything above 
being manifestly profit. 
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expenses beyond the necessary minimum in the former, 
and for dividends in ,tHe latter case. The ' greater the 
surplus the more<'Succesl)ful is the result deemed to be. 
The idealtof state economy is, on the contrary, to establish 
a balance between receipts and expenditure. A State 
that has very large surpluses is as ill-m^paged as one with 
large deficfts.' 'The best practical rul'e is to aim at a slight 
excess^ of receipts over outlay irw order to prevent the 
chance of a deficit.® TVie position of the State as -drawing 
its resources from the contributions of the several private 
economies under its charge is the reason for this course of 
conduct. « 

The last of the points of difference usually noted is 
rather apparent than real; it results from the mode adopted 
in regulating state finance, but in fact state and private 
economy here'-fundamentall}^ agree. The privjite person 
must, it is said, regulate his expenditure by his income; 
the State regulates its income by its expediture. Such is 
in form the common mode of determination. The in¬ 
dividual says, ‘ I can spend so much ’: the finance Minister 
says, ‘ I have to raise so much.’ On looking more care¬ 
fully into the matter, we discover that a certain amount 
^of expenditure is necessary to support individual life, and 
that each person must procure that amount at least 
under peril of death. For all classes above the lowest 
this minimum of expenditure rises to a higher point, and 

* Cp. the difficulties of the United States, in the years immediately preceding 

1891, with their surplus revenue. , 

* Prof. Adams argues in favour of a deficit [Public Dcbts^ 7 ^ 53 ) 5 t)ut the 
three reasons which \\i gives in support of his position are derived from a one* 
sided view of the financial experiences of the United States referred to in the 
preceding note. They are wholly inapplicable to other countries. The 
authority of Peel and Gladstone—so great on all practical matters of finance 
—may be quoted in support of the rule given in the text. * The training 
I received from'Sir R. Peel was that the right and sound principle was to 
estimate Expenditure lilrerally, to estimate Revenue carefully, to make each' 
year pay its own expenses, and to take care that your charge is not greater 
than your income.* Buxton, Mr. Gladstone as Chancellor of the Exduqtter^ 
157, and cp. the whole chapter. 
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increased outlay i^e-^sential for the obtaining <>f increased 
income.' On the other side, ^^e expenditure is not 
definitely fixed; it has to be dAerminad by various con- 
^derations, one of which is the |>ressure that it»dipcharge 
will place on the fiational resourcas. We can easily con¬ 
ceive the United Jtates wisely incurring expenditure that 
an Indian administrition would as wisely Svoid.^ ^ • 

§ ^ 3 , Though the several characteristics that w& have 
been engaged in noticing ravk cTearly the distinct and 
peculiar aspect of public economy, we have still to 
constantly bear in mind that the consumption of wealth for 
public ends* is a part of the consumption of wealth in 
general. As a study of human wa’nts must form the basis 
of the economic theory of consumption, so must an ex¬ 
amination of tlfe number and order of state wants be an 
essential p^irt of our present hiquiry. 

The classification most familiar to English readers is 
that of J. S. Mill, who distinguishes between the ‘ necessary ’ 
and the ‘optional’ functions of Government.^ The value 
of this division is, however, much impaired by his sub- 
•sequent admission that no employment of state agency 
can ever be purely optional, as also by the further con¬ 
cessions made in his examination of the limits of laissez 
fai)'e. The arrangement suggested by Roscher is more 
in analogy with the case of private outlay, viz., that into 
(l) necessary, ( 2 ) u.seful, and ( 3 ) superfluous or ornamental 
expenditure,' corresponding to the nece.ssaries, decencies, 
and luxuries of individual consumption. It does not 
require much acumen* to add, that the first head is un¬ 
avoidable, that- there is generally a presu^fiption in favour 
of the second, while there is always one against the last. 
The formation of such general categories as the foregoing 
does not help to solve the real difficulties of the matter.'’ 

’ * Marshall, Principles of^Econoinic!, i. 137-8 (3rd ed.). 

* Roscher, § 109; Wagner, i. 9-16 ; Gcflcken in Schdnberg, 6. 

* Principles, Bk. v. ch. I, § I. Cp. ch. ii,passim. ' * § 109. 

* See Appendix to ch. 8 for a fuller discussion of this point. 
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The terms used to describe the grou{)s just mentioned 
carry with them an alrta^y-formed judgment. By placing 
a particular form of expense under the heading of ‘neces¬ 
sary’ or Sf ‘ornamental’,outlay, we have pronounced ap 
opinion on" its merits 'or demerits. ^t still remains to 
settle—and this is by far the most trouWesome part of our 
task-^thc several items to be placed under each head. 
In order to meyt this difficulty we Shall find it necessa,ry to 
consider the proper functions of the State, and hOw far it 
is bound to discharge each and all of tho.se functions 
under circumstances of financial pressure. One of two po.s- 
sible lines of inquiry inay be adopted. Starting from our 
conception of the State, we may seek to determine the 
proper sphere of its action, and the amount of its justifi¬ 
able outlay within that sphere, using either general Reason¬ 
ing or appeals lo specific experience as our guide. Or we 
may prefer to trace the development of public tasks, and 
endeavour by following their direction in the past to form 
an estimate of their present position and probable future. 
It may even be expedient to combine the two courses of 
inquiry, using each as the corroborator or corrective of the 
other. Here, as often elsewhere, the historical or inductive 
method comes in to siqiport and check the conclusions of 
deduction. " 

§ 4 . The primitive theory of politics, if theory it can be 
called, accepted the omnipotence of the State as a leading 
principle. The legislator was to fashion the society in the 
mould which seemed to him best; the very idea of indi¬ 
vidual claims had no place in such a doctrine. In its 
passage throughtfcudalism European Society obtained the 
idea of private liberty, though, owing to the imperfect state 
organisation of the period, the effect that might naturally 
be expected was not produced, 'fhe centralised mon¬ 
archies which succeeded the mediaival system claimed the 
privilege of regulating individual action in a mode that in 
.some respects recalled classical antiquity. The religious 
and political struggles of the sixteenth and seventeenth 
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centuries were the Result of their undue activity* in those 
domains of human life. Commer^ «ind indu^ry did not 
assert their right to freedom till a lattfr period. State 
regulation of industry found its highest expression hi tfie 
so-called mercantile system of the seventeenth century, and 
particularly in the tadministration of Colbert.' The re¬ 
action against this policy produced the first theory of 
state action that had an* economic basis—the doctrine of 
laissez fatre, or, as it was entitltd by Adam Smith, ‘ the 
simple and obvious system of natural liberty.’ Its ri.se at 
the particular time was the result of powerful forces. It is * 
true of humaiTity that ‘it learns trutii a word at a time,’ .so 
that, as the problem of the sixteenth century had fieen 
religious libesty, that of the seventeenth political jiberty,- 
it was feserved for the eighteenth century to assert the 
claims of indij-strial and commercial liberty. The similarity 
in general features of these movements is remarkable. 
Each was the natural reaction against exaggerated pre¬ 
tensions ; each perhaps attached too much importance 
to its special object, but all have profoundly affected 
European society for good. In examining this earliest 
scientific theory of the State, it is most desirable to see 
exactly what its doctrines really were. Ihc common 
opinion that the advocates of laissez faire were opposed to 
any state action is di.ssipated by a study of their writings. 
They lived in an age of restrictions in which the most press¬ 
ing work was to get the many hindrances to effectual in¬ 
dustrial activity removed. A body of thinkers including 
Quesnay, Turgot, and Du Pont de Nemours among its mem¬ 
bers can hardly be said to have been indiffe»ent to the ne¬ 
cessary functions of the State. The real bearing of the laissez 
faire or‘natural liberty’ sy.stem can be best appreciated 
by a consideration of the c.xposition given of it by Adam 
Smith. In a well-known pa.ssage of the Wealth of 
Nations he has set fofth the functions of the ideal State 

^ Suprdf Intr. chap. ii. for ihe effect on financial theory. 

* Strictly true only of England, and in a much less degree of France. 
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in a manner that leaves no room fSr mistake as to his 
views. 

‘ According to the system of natural liberty, the Sovereign 
has dnly three duties ^ attend to; three duties of great 
importance indeed, But plain and intelligible to'common 
understandings : first, the duty of pjotecting the society 
froi^ the violence and invasion of other independent socie¬ 
ties ; secondly, the duty of protecfingas far as possible every 
member of the society from the injustice or oppression 
of every other member of it, or the duty of establish¬ 
ing an exact administration of justice; and thirdly, the 
dut^ of erecting an(j maintaining certain* public works 
and certain public institutions, which it can never be for 
the iniprcst of any individual, or small number of indi¬ 
viduals, to erect and maintain ; becaus'e the prdfit could 
never repay'the expense to any individual, 9 s small num¬ 
ber of individuals, though it may frequently do much more 
than I'cpay it to a great society.’ ^ 

It is only necessary to read this passage in-order to see 
that the policy favoured by Adam Smith was not a purely 
negative one. The State has not merely other functions 
than the economic ones ; where private interest is likely to 
prove insufficient, it has economic ones al.so, and those, too, 
of great c.xtent and importance, as will appear wheh con¬ 
sidering his more detailed discussion. 

The temporary predominance in the domain of political 
speculation of the laisses fnire view is a commonplace of 
the historians of political economj’.’* We need not repeat 
the account already given of the clificrent effects produced 
by the Smithian doctrine on French and English thought. 
It will suffice to see the operation of newer tendencie.s, and 
for this purpose we may pass at once to J. S. Mill. His 
theory of state action is, in fact, a product, or rather appli¬ 
cation, of his utilitarianism, and thus we are led to expect 
what we do in fact find, viz., a close resemblance between 


* Wealth of Nations^ 286. 


Ingrain, History of Pol. Eton. ch. 5. 
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his practical proposals and those of Bentham.* He declares 
emphatically that— 

‘ The admitted functions of governnTent embrace a 
mijch wider field than can easily, be included wiihiti tfie 
Ving-fence of any festrictive definition, and that it is 
hardly possible to fi^d any ground of justification common 
to them all except the comprehensive one of general 
expediency.’ * » 

This extremely vague and general statement is, however, 
supplemented by a declaration in favour of laissez faire as 
a general rule. ‘Letting alone, in short, should be the ' 
general practice: every departure from it, unless required 
by some great good, is a certain evil.’ ® 

In regard tp state action, as in so many other respects. 
Mill occSpied a transitional position. He bad accepted the 
traditional ci^ed of the economSts which Was strengthened 
by his own sympathies in favour of freedom, as well as 
by his study of the brilliant work of Dunoyer,^ which he 
frequently quotes with approbation. But other influences 
affected him : the writings of the French socialists and the 
social philosophy of Comte both tended to impress him 
with the advantages of state action in certain comparatively 
untried directions, and consequently his attitude as to the 
true policy of the State is in some respects not defined 
with sufficient precision. 

Since his time, the disposition to criticise the short¬ 
comings of the doctrines of the Physiocrats and Adam 
Smith has become general. The possible theoretical 
difficulties and the conflicts of individual with general 
interest have been most forcibly stated jh Sidgwick’s 
minute and thorough discussions.® This natural tendency 
has been reinforced by the influence of German economists 


* See specially the latter’s Theory of Legislation Principled of the Civil 

Cjffle’). ^ Principles^ Bk. v. ch. i, g 2. 

* Principles^ Bk. v. ch. ii,*§ 7. * Liberti du Traiml, 

® Principles of Political Economy^ £k. iii. ch. 2. Elements of Politics% 
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who repudiate the practical position of Adam Smith as a 
product oV the ‘ sltol\pw a priori rationalism ’ of the 
eighteenth century, which regarded the State as an agent 
for determining private rights and ^ duties {Rec/itsstaai\ 
in opposition to the older system of paternal government 
{Polizeistaat). This newer and widrtr conception of the 
Stage’s sphere is conveyed in the term ‘civilising State’ 
{Ctdturstaai), or in the fuller description of Bluntsclvii, who 
regards ‘ the proper and direct end of the Sfhte as the 
development of the national capacities, the perfecting of 
the national life, and finally its completion.’ ^ 

Admitting the forcp of some of the criticisms that have 
been urged against an exaggerated policy of laissez faire, it 
seems ,nevertheless possible to adhere to tjie substantial 
truth of the doctrine quoted above from the Wealth of 
Nations. The real ground*for limitation of jtate functions 
is not the existence of an abstract rule forbidding various 
classes of acts. The rule itself is dependent on the results 
of experience. To the plea that in many case^ state inter¬ 
vention would obviate evils to be found under a system of 
liberty, Adam Smith would reply that the legislator’s 
‘ deliberations ought to be governed by general principles, 
that he must act by rules which in the supposed cases 
would do more harm than good, and that it is the balance 
of advantage which needs to be regarded. 

This consideration duly weighed suggests the possibility 
of so modifying the older position as to include a cla.ss of 
cases that has appeared to be the greatest stumbling- 
block in its way, viz. the functions of the State in the 
lower stages tof social development. Now it is beyond 
question plain that the province, and therefore the ex¬ 
penditure, of the regulating organs of society will vary at 
different stages of social progress. We may take it as 
indisputable that the duties of the Sovereign of a central 
African State and of the governmefit of a European soci^y 

• Theory of the State (Eng. Trans. 2nd. ed.), 320-1. Cp. also Wagner, i. 76, 
Cohn, 8§ 34 sq. 
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are and must be very different, but the conclusion*does not 
follow that there are no general [-j^iAciples to’which the 
modes of state action may conveniently conform The 
construction of a ‘ cut and dried ’ formula for the (futtes of 
the State is perhaps an impossible tasTc, but a careful stud)’- 
of the nature and foJms of state activity, as determined by 
the character of its organisation, will help to elucidatathe 
difficult problem of its suitable dutie.s^ 

§ 5. Fol understanding the trile position of the State it 
is es.sential to see the way in which its functions have been 
gradually evolved. In the rudest forms of society each 
individual defends on his own resoprcc.s. The Fuegians 
e.g., have no conception of government, and consequently, 
as Darwin nates,‘ no chance of attaining to civilj.sation. 
In the hunting tribe, where the first advance beyond the 
lowest stage- .of savagery has ’been made, the elder is 
leader in war and judge in peace, the ‘ warriors’arc soldiers 
and administrators. The tribe hunts in common over its 
territory, wjjich it tries to protect from intruders, and it 
divides the game that is captured among its members. 
Thus we see that war, justice, or rather the administration 
of custom, and economic effort arc the tiircc forms of the 
rudimentary society’s activity. The two former, and espe¬ 
cially’war, are, however, the kind of action in which regula¬ 
tion is chiefly needed, and where the power of the chief is 
particularly manifested. 

The domestication of animals, which is the characteristic 
of the pastoral stage, facilitates the further differentiation 
of the chief and ruling body. The accumulation of the 
peculiar wealth of the period is more an individual concern, 
but war and justice are public duties. Here, and even in 
the preceding stage, we can notice the primitive forms of 
public expenditure, viz,, the services of the members of the 
clan, and commodities, in the form of weapons and supplies 
for those going on expeditions. 

When the tribe settles down on the land and devotes 

' Voyage of the Beagle^^'' 
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itself to agriculture, a.further division of duties appears. 
The primitive Evjricuitoral community frequently tills its 
land by,means of slaves; the freeman confining himself to 
warlike pursuits and tcy the duty ofv attendance at. fhe 
public assembly, where he has to decide disjsutes and regu¬ 
late matters of general interest. , * 

FiLr later in historical order, but still presenting many 
points of resemblance, so far as public functions affe con¬ 
cerned, comes the ‘ feudal ’ organisation. Some of the 
actuating sentiments are different, and the traditions of 
the Empire and the Church exercise a potent effect; but 
the .same economic basis brings about a reversion to the 
phenomena of earlier periods. The feudal society is essen¬ 
tially militant. State power is vested in the ‘ ^ing ’ or 
‘Lord,’ who represents aqj;! personifies the community. 
In this capacity he contracts with the vassalsdbr the supply 
of his {t.e. the State’s) needs. The feudal army with its 
loose organisation is one result of this arrangement. Justice 
is administered through the Lord’s Courts. Tke economic 
side of state activities appears in the management of the 
domain and the regulation of commerce. In this particular 
historical form we notice the rudiments of much that is im¬ 
portant in the developed financialsystcmsof thepre.seftt time 
The City State as it is found in ancient Greece and Italy, 
or in Germany and Italy during the medi.-eval period, 
presents a. distinctly higher type of political life. There 
is no longer the tribe struggling dimly to attain to the 
conception of political unity. The disorganisation and 
absence of the idea of political, as opposed to personal, 
duty which rrlark the ‘feudal’ epoch have disappeared. 
The free citizen of Athens or Florence had as firm a grasp 
of the truth that he owed duties to his city as the English¬ 
man of to-day. An exaggerated conception of the State’s 
powers, and a disregard of private rights, were the natural 
consequence, but so far as the financial aspect of political 
life is concerned, we may note the close analogy in many 
respects to the modern State. More especially is this 
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true of the objects o\ public outlay. The maintSnance of 
military (and in .some cases of nav^l}*force, the administra¬ 
tion of justice and police, the furthertince of certain 
ecdhomic ends, are the principal claims on tlfc pubtic 
resources. Subordiflate to these main parts‘of public 
service may be enumerated certain requirements, also 
represented in modern budgets—to wit,*provisiot^ for 
religiqus .service, for ediJcation, and for matters affecting 
social wefl-beiiig. • * 

Later developments of state life, either in the Roman 
Empire or in modern European countries, present the same • 
general groujJs of public wants. Many .special points will 
require attention when we come to c.xamine more clAsely 
the detailed beads of expenditure, but .so far as the gejieral 
outline* goes there is in many respects a consensus of 
practice in alj stages of societyT'cspecting the sphere of the 
State.* 

§ 6. The preceding survey of the actual development of 
state functions, brief and imperfect as it is, tends to confirm, 
and yet in some degree to qualify, the conclusions of theory. 
The forms of .state outlay have arisen gradually in the 
course of history as the outcome of social conditions and 
sentiments, and they in turn influence the society. A com¬ 
munity in which some special duty has been for a long 
period entrusted to the public power will not easily be able 
to dispen.se with this mode of supplying its need. The 
force of habit is here considerable. The conditions of 
social life arc, however, subject to incessant change. The 
state outlay suited for the Middle Ages, when war and 
religion were the great operating forces, almost neces¬ 
sarily unfit for the modern age, concerned as well with 
industry and commerce. The ready acceptance of this 
truth must not lead us to ignore the equally important 
fact, that state wants in their main features are’ pennanent 
^o a surpn'sing degree. It is not in the character of the 

* Cp. Cohn, Book i. chaps, i, 2, for a general view of the financial aspects 
of social development. Also Vocke, Ab^ahen^ &c. Part i. 
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public needs, but in the modes of supplying them, that the 
most remalkable chinjjes occur. There is, moreover, a 
universal recognition of the superior claims of defence and 
jultice a? being the primjiry duties of the State. 

Writers'of all .schools agree in this belief, and so far 
history and analy.sis are in accord. The disputable part 
of s^ate outlay is that which mo/e especially concerns 
economic and social administratiofi, and even here a.good 
deal of the matter of controversy lies outside tlfe subject 
of pure finance, and belongs more fitly to economic policy. 
Some trifling amount may be expended on, say, the 
promotion of art. The advocate of laissez fafie may object 
to the cour.sc as a matter of economic policy, but so far as 
finance is concerned the smallness of the ameuint makes it 
a matter of comparative indifference. Yhe question of 
public expenditure in its fisdhl aspects is best f®nsidered in 
relation to each particular period of society. We may 
even accept the doctrine of Mill, that ‘ in the particular 
circumstances of a given age or nation, there js scarcely 
anything really important to the general interest, which it 
may not be desirable, or even necessary, that the govern¬ 
ment should take upon itself,’ * while we at the same 
time remember that Adam Smith’s determination of the 
Sovereign’s duties can include thc.se possible cases. Finan¬ 
cial theory in its application to the modern state is at all 
events bound to recognise and indicate clearly the diffi¬ 
culties which extension of state action is likely to produce. 
The growing budgets of all modern societies have the 
tendency towards enlarging the sphere of the State as their 
ultimate cause,‘jand it is important to sec that persistence 
in this policy is certain to lead to embarrassments in financial 
administration ; but the very necessity for discussing this 
subject compels us to examine the forms of expenditure as 
they have been, and arc, while seeking to indicate what 
they ought to be. • 

I 7. Another aspect of the problem of state wants 

^ Principlesy Bk. v. ch. Il, § 16. 
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requires some consideration. All economic life depends on 
a due supply of two distinct clajtses of objects, viz., com¬ 
modities and services, or, in less tethnical language, 
inaterial objects and human Iqjsour. The public* power 
cannot dispense wuh either of the.s'e forms of 'Supply, and 
at each period of fcs existence we find it demanding them 
both. The hunting tribe requires its warriors and,,their 
weapons and food ; either the men without equipment, or 
the outfit without the men, wouM be u.seless. This distinc¬ 
tion runs through every phase of social evolution, though it 
is much more complex in the higher stages. A vfiy rude* 
community tan summon its members to act for the public 
good, and require them to fit themselves for their taslc. In 
such cases ojjtlay and income are combined ; the member 
of the*tribe is af once paying his taxes and performing a 
public servacc. The oppo^tE extreme is witne.ssed in a 
civilised State of the present age. The supply of public 
wants is obtained by the purchase of commodities and the 
hire of services, the power to carry out these transactions 
being procured through the posse.ssion of the public 
revenue. Intermediate stages show us the way in which 
personal service was commuted for money pa)'ment, and 
the delivery of commodities in kind was obviated by the 
development of a money economy. Survivals of the older 
order continue ; in some cases they are too important to 
be regarded as mere relics of the past; they are rather 
‘ revivals ’ under new and favouring conditions. When 
dealing with revenue we shall have to compare the direct 
with the circuitous method of supplying public needs, and 
in the present Book we shall have to n«to some of the 
economic consequences of the adoption of one or other of 
these modes. 

Having dispo.sed of the more general aspects of public 
expenditure, we shall ne.xt consider the seviral details, 
'"commencing with tho oldest and most enduring—the need 
for defence against outside enemies, 



CHAPTER ;i 
THE COST OF DEFENCE 

§ I. Adam Smith commences his examirjption of the 
cost of defence by the’statement that ‘it is very different 
in the different states of society,’ and adds, as the result of 
his inquit-y, that it ‘ grows gradually more and mijre ex¬ 
pensive as the society advantes in civilisation.’' A refer¬ 
ence to the statistics of military and naval expenditure will 
show that the tendency to increased outlay has continued 
during the century that has elapsed since the above passage 
was written.^ There is, moreover, no sign of ‘change in 
this respect. It is as certain as any prediction in social 
matters can be, that no reduction in the military budgets 
of Europe will soon be made ; on the contrary, there is 
every probability that this form of expenditure will gg on 
increasing in the future as it has done in the past.^ 

The cau.ses that have produced this, at first sight, un¬ 
fortunate .state of things must, it is clear, be deep-seated 
and persistent, and accordingly, when we scrutinise more 
closely the operating forces, it appears that the increased 
cost of warfare,cand of the preparations which it involves, is 
closely connected with some of the normal features of social 
development. It is principally the result of two general 
tendencies, viz. (i) the increased division of labour which 
necessarily accompanies the advance of society, and (2) the 

> Wealth of Nations, 2S9, cp. 296. 

“ See tables at end of this chapter. 

• This statement is amply confirmed by the growth of expenditure in the 
past ten years. But cf. the view pf Adams, Finance, 56-7. 
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development of those inventions that are such a striking 
characteristic of modern civilisaflai?. The farmer makes 
it absolutely essential to set a specially'trained Section of 
the population ap^tfor military .service, to the s^crffice of 
their assistance in the ordinary work of production, while 
they usually receive a higher reward than a similar body of 
labourers would be able to command in the market,. The 
pay of tjie British Army is a good jllustration of this fact, 
and it is the most suitable inAance to take, as enlistment 
in it is purely voluntary. The rapid progress of scientific 
discovery increases the cost of warlike material and equip-% 
ment, since the constituents of this part of ‘consumers’ 
capital,’ as it may be called, become much more elaGorate 
and have to*be more frequently replaced. If we, compare 
the stock of weapons of a savage tribe with the equipment 
of a mediaival army, and either of them with the war 
material now necessary for a single ‘ army corps ’ of any 
European State, we cannot fail to recognise the increa.se in 
complexity and in cost which the later organisations show. 
Even in the last quarter of a century the changes in war¬ 
like implements and supplies have been such as, while 
vastly increasing their cost, to render them very different 
from the appliances previously existing. 

§ 2. The expenses of defence and aggression have, it 
must be noticed, to be divided into two distinct parts. The 
former, which may be regarded as the normal and regular 
part—the peace establishment—meets the preparation for 
war. It is so well recognised a feature of the modern 
budget, that it passes without comment. The other part 
of state outlay'in this respect is that devoted to actual 
warfare; it is evidently irregular in amount, and may so far 
be called ‘ abnormal,’ though it is almost certain to recur 
at indefinite intervals.' 

The cost of preparation for war consists in obtaining a 
supply both of services and commodities, in the re¬ 
cruiting and training of troops, the provision for pensions, 

‘ See infra, Bk. i. ch. 8, § j. Cp. Wagner, i. 417, sq. Roscher, § 119. 
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and the selection and preparation of arms, ammunition, and 
stores generrflly. Actifel^war causes expenditure on cam¬ 
paigns and expeditions, and, further, in the replacement of 
loss*es, ftlilce in men and .stores, incurred during its con¬ 
tinuance. fn estimatin’g the loss to society through the 
persistence of the custom of war betweeif nations, both the 
above^entioncS elements have to be^;ombined in order to 
judge accurately of thej-cal cost imposed. . 

§ 3. Preparation for war, tis it appears in the successive 
stages of society, conforms to the general principle de¬ 
clared by Adam Smith. In* a savage or barbarous com¬ 
munity the cost of warlikp preparation is insignificant. The 
ordinaVy course of life is of itself a training for times of 
conflict; the hunter or shepherd is ready^at tfie shortest 
notice to transfer his exertions to a fresh and more exciting 
employment. Such rude societies arc (witli. some rare 
exceptions) organi.sed on a basis of militancy, all the adult 
males being available as warrior.s. Similar conditions 
prevail with respect to commodities. Bows, spea/s, staves, 
&c., are u.seful cither in peace or war ; they are eminently 
non-specialiscd capital, and more elaborate contrivances 
are as yet unthought of The introduction of agriculture 
has a modifying eficct, in so far as it tends to reduce the 
mobility of labour and commodities ; but even in this stage 
the same general features recur. The ordinary husband¬ 
man easily becomes a soldier, and there is a recognised 
interchange between swords and ploughshares. An in¬ 
vasion is still carried out or ojiposed by a levee cn masse, 
and usually takes place in the ‘ off sea,son ’ of agricultural 
work. The cost* of preparation for such wars obviously 
cannot be very heavy. 

The introduction of manufactures, and the establishment 
of urban life that accompanies it, put an effectual check 
to the ruder forms of belligerency. A State possessing the 
varied elements of an industrial society—even in a rudi¬ 
mentary form—cannot permit the suspension of the normal 
economic processes during a period of hostilities, and it is 
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therefore compelled.to make adequate arrangements in 
time of peace in order to obviate *he danger. The diffi¬ 
culty is met by the introduction of standing armies, whose 
origin is thus easily explained. Jt, in fact, becomes neces¬ 
sary to carry the gradually increasing division'of employ¬ 
ments into the miKtary art, and to form at least the nucleus 
of an army, which caA be readily increased’in case 04 need. 
The, difficulty of sudctenly shifting the artisan from the 
workshop t0‘ the field of battle makes this imperative. 
Improvements in weapons and systems of discipline furnish 
additional reasons in favour of increased special training,' 
to be given' either to the whole efficient population, or to 
a selected portion of it, but in any case involving larger 
outlay. , 

In flie section of the Wealth of Nations devoted to this 
topic the adoption of either 6 { the alternatives just men¬ 
tioned is regarded as a cardinal point in the evolution of 
the military system. The former method—that of training 
the whole effective population—is described as the creation 
of a militia, the latter as the formation of a standing army, 
and a very strong judgment is pronounced in favour of the 
latter expedient. Admitting fully the truth of some of 
the views set forth on this point by Adam Smith, it is 
nevertheless desirable to remember that they by no means 
exhaust the subject and the considerations relevant to it. 
His appeal to history more particularly strikes the reader 
as superficial. To support his contention that standing 
armies are always superior to militias—an idea evidently 
derived from his bclibf in the advantages of increased 
division of labour*—he brings forward tJie examples of 
the Macedonian army that overthrew the forces of the 
Hellenic cofnmonwealths and the Persian Empire; the 
early successes of Hannibal and the ultimate triumph of 
the Romans; and finally the fall of the Western Empire 
“before the barbarian invaders. The cases quoted, however, 

^ In some cases Adam Smith saw clearly enough that division of labour was 
not always desirable Cp. Wealth of Nations^ 2iT 
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fail to estrfbli^ the doctrine asserted., ft is surely contrary 
to fact to «peak of ^ 1 ^ army of imperial Rome as a 
‘militia’; if ever*there were a ‘standing army’ it was one. 
Thb athc^e discussion, in short, amounts simply to this; 
that the better discipliHe (3 and trained Vorce will generally 
defeat its opponents, and that it oug^it to be called a 
‘standing armj’.’ The historical summary is accurate, if 
someA'hat trite, but the interpretati«n results in a truism. 

We have therefore tS repjace Adam Smith’s aceount by 
one more consonant with facts, while preserving those 
»parts of his exposition that are substantially correct. It is 
certainly beyond dispute that the course of development 
tends to replace the rude levies described as ‘ militias ’ by 
the better trained forces known as ‘ standing ^armies.’ In 
addition *to the instances given above, we ftiay mention the 
introduction of permanent arniies in every European State, 
so that the tendency towards specialisation is very generally 
operative. An opposing tendency, however, comes into 
play. It is equally a principle of evolution that all 
organised bodies tend to lose their original plasticity ; they 
become, as it were, crystallised into a rigid form, and from 
this condition armies are not exempted. But warfare is the 
struggle for existence in its intensest shape, and in that 
struggle, mobility and power of adjustment are important 
advantages. The natural result is that the most efficient 
military machine or organisation of one period proves to 
be unsuitable for the changed requirements of another and 
later one. The history of war is, in fact, a series of illus¬ 
trations of this truth. As convincing and well-known 
examples we ntffd only note the Phalan.x, the Legion, the 
man-at-arms of mediaeval times, the army system of 
Frederick the Great, and the French system of the 19th 
century. And it may well happen that a future European 
war will afford a further instance in the fate of the 
present German army. The essentia^ condition of military* 
efficiency is constant readjustment—incessant striving 
towards improvement in discipline, training and equip- 
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ment 'Such effort’s, necessary as they are, demand con¬ 
tinuous intellectual strain on the pant of the organisers, and 
heavy demands on the public purse. * 

§ 4. If, as we believe, Adam ^mith failed to'corredtly 
interpret the pastf he certainly did not succeed in fore¬ 
casting the future.*Up to his time there had been a steady 
movement towards thfe establishment and iticrease oj per¬ 
manent forces maintairffed at great cost. The effect pro¬ 
duced oft thoughtful persons by tTie growing European 
armaments is instructively shown in the statement of 
Montesquieu. A remarkable chapter of the Spirit of Laws ’ • 
describes the position and its dangers to the future of 
Europe in the following terms :— * 

‘ A new disease has spread through Europe ; it has seized 
on oui*sovereign*s and makes them maintain an inordinate 
number of.troops. It is intensified, and of necessity be¬ 
comes infectious, for as soon as one State increases its forces 
the others at once increase theirs, so that nothing is gained 
by it except general ruin. Each monarch keeps on foot as 
many armies as if his people were in danger of extermina¬ 
tion ; and this struggle of all against all is called peace! 
Thus Europe is ruined to such a degree that private persons, 
in the present position of the three richest Towers of that 
quaPter of the globe, would not have the means of living. 
We are poor with the wealth and commerce of the whole 
world ; and soon, by dint of having soldiers, we shall have 
nothing but soldiers, and be like the Tartars. For that we 
need only make effective the new invention of militias 
established in most of* Europe, and carry it to the same 
excess as we have the regular troops.’ 

This vigorous account has been largely justified by the 
actual course of events. The wars that resulted from the 
French Revolution proved the power of national sentiment 
to raise and maintain enormous forces during’a period of 
"protracted conflict, and the reform of the Prussian army 
under Scharnhorst’s guidance, after the disaster at Jena, 

* Bk. xiii. ch. 17. 
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carried thS tendency towards the enrofment of the nation 
into periodswf peace. cTihe wars of the third quarter of the 
19th century, anti especially the Austro-Prussian war of 
1866, and the Franco-German one of 1870-1, have greatly 
increased the popularity of the national'hrmy system, which 
has been adopted by nearly all Continental States,' and has 
b^en,approved‘by many English winters. The change of 
opinion in recent years is perhaps fnost clearly showrj in a 
remarkable essay of Cairnas, in which the respecth/e merits 
of the older I'rench, the English, and Prussian systems are 
‘ estimated, witli a conclusion strongly in favour of the 
‘ national army.’ ^ • 

Wb may seem, for the moment, to have lost sight of 
economic and financial considerations, but thgy really un¬ 
derlie the whole military movement of modern timeS. The 
increase of permanent force? had reached its_ limit before 
the opening of the I’rench Revolution, when about one per 
cent, of the population was available for actual .service. The 
prolonged conflicts which arose out of that event led to the 
addition (as Montesquieu apprehended) of a militia to the 
regular forces. The modern national army in its full force 
is the old ‘ .standing army,’ plus a levck en masse, the latter, 
it is true, being suitably organised and equipped. This 
system, though produced at first by a particular s 5 t of 
circumstances, was obviously necessitated by economic con¬ 
ditions. Military power had to be increased, and as the 
state revenues did not allow of an enlarged permanent force, 
the only alternative was that actually adopted, by which the 
whole effective male population beCame a reserve, and was 
yet enabled, ii\ times of peace, to carry on its ordinary 
industrial pursuits. 

The question of cost is in the last re.sort decisive, and it 
is by it that the merits of the several military systems must 

* See Wagner, i. 427, for a full list. 

® Cairnes, Political Essays, 199*255. On this j^oint his judgment is for one? 
supported by the agreement of Cliffc Leslie [Essays (ist ed.), 128-147], whose 
opinion is the more valuable, as it was formed aficr i^ersonal study of the 
Prussian system, and was in opposition to his earlier belief. 
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be judged. One of the conditions to be included in our 
measurement of net cost is efficienh)^ National defence is 
too important, even from a purely economic stgndpoi^t, 
to be placed in jeopardy through aarrow ideas of economy. 
An ineffective and badly organised" army is dear on any 
terms, though, on the other hand, large oiiyay will not pf 
■itself secure efficiency, Jlnd so far weakens the economic re¬ 
sources of the nation, "rtie problem indeed, as remarked 
before,' ohe of extreme difficulty, and only allows of an 
approximate solution. As regards the cost or sacrifice in¬ 
volved in the various methods of defence, the national army 
presents two ^reat advantages: (i).it requires less direct 
outlay, and (2) its real pressure is not so acutely felt. It is 
plain that services obtained through legal compulsion will 
be cheaf)er than those that are hired ifi the labour market 
at the current; rate. Moreover, when the duty of military 
service is general, and enforced without favouritism, the 
sacrifice entailed by it will probably be less felt than if the 
large amount of additional funds needed under voluntary 
enlistment had to be levied through ta.xation. Granting, 
however, both these positions, it yet remains doubtful 
whether the indirect losses may not be more than the gains 
just mentioned. The real cost of an army formed on the 
German type is hard to measure. Mere comparison of 
army estimates will not establish its superiority over a 
freely enrolled force. Thus an able writercompares the 
English and German outlay for 1883-4. The former was 
£16,600,000 for 199,273 men, the latter 325,000 for 
445,392 men, i.e. an army much more than^ twice that of 
England was maintained by Germany at an*increascd cost 
of only 10 per cent. 'I'his estimate is supported by addi¬ 
tional calculations, which make the cost per soldier in 
England £%6, in Germany only .^44, or little over half. 
Such calculations err in the omission of several material 
circumstances. The riftes of wages and salaries in the Uvo 
countries are not on the same level. Under any system a 
* Sttpra, ch. i. § 2. ■ Ceffckeri in ■Schonlierj;, 53. 

V 
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given number of German soldiers would cost less than an 
equal nunfber of Eliglish ones. Next, though the com¬ 
pulsory .service hi the former country reduces considerably 
the Amount of direct qptlay by the State, it inflicts a tax 
on those' compelled* to serve, whose amount could be 
measured onl^ by what they would pdy in order to escape 
it. rA third influencing condition the indirect effect on 
the productive powers of the courttry. ^ 

‘The military service,’*says a favourable crhic of the 
German army, ‘ postpones, to a relatively very late period 
■the productive use of the productive power of the country 
. . . The waste of s|<:illed labour ... is ellormous. The 
future artisan or mechanic has not learned his business 
when he enters the army, nor can he practise it until he 
leaves the regiment. . . . Half the lifetime of the^ower of 
the population is thus unp'i'oductively spent, .Even in the 
ca.se of un.skillcd labourers or peasants, who can go to work 
from the day they leave barracks, a considerable loss is 
sustained.’' 

None of the foregoing considerations are taken into 
account by Geffcken. It may, indeed, be argued that the 
habits of di.sci|)line and order acquired during .service 
should be placed to the credit of the German system, but 
this questionable item would not much affect the general 
result, more especially when we add the probable loss of 
originality and initiative, which is another result of dis¬ 
cipline. The national army system further involves a 
supervision of the movements of all the members of the 
potential war force, and such regulation must in some 
degree restrict the free flow of labour to suitable markets. 

The difficulties in the way of any estimate of the financial 
merits of different army system.s, already evident enough, 
are enhanced by the special circumstances with which each 
country Has to deal, and which render the complete adoption 
of a foreign system almost impossible. Thus England has 

^ Leslie, Essays (ist I 43 * See Wagner, i. 426, for a directly opposite 
view. - 
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to provide garrisons for n?any places very distant from' her* 
own territory, and service of this kind in India or the Crown 
Colonies could not be made compulsory’. Separation of 
the home and foreign (or Indian and Colonial) arnyies 
appears a retrogra(ie step,' and iti any case thf supposed 
home force mighty in time of pressure, be required for 
service abroad. A great power whose fore^n possessions 
are insignificant has not^this problem to face, • 

§ S'. pautial solution of the difficulty of procuring 
sufficient military force without compulsory service, and at 
the same time keeping expenditure within due bounds, is 
presented in^ the English Volunteer .system. By this 
method the public spirit of the citi;«:ns leads them to,give 
a portion of their time to acquiring the rudiments of mili¬ 
tary tr%ining*andsufficient dexterity in the use of weapons. 
Competent military opinion scorns, however, to hold that a 
considerable degree of organisation is necessary in order to 
make volunteer forces of any real .service in time of war. 
The endeavour to combine the strict discipline es.sential for 
the soldier with the freedom naturally claimed by the 
volunteer is not an easy one, though the object is eminently 
desirable. Besides its great advantage in fostering the 
national sentiment of the members, and impressing them 
with^he conception of their duties to the State, the volun¬ 
teer corps would, by taking charge of the home fortresses, 
probably allow the regular troo[)s to be drawn off for foreign 
service, and would also be a valuable source for recruiting. 

It may further be remarked that a very general enrolment 
of the active population .in such bodies, under proper disci¬ 
pline, would be equivalent to the national army system 
and at the same'time avoid the evil of comp’ulsion. In this 
as in other cases of volunteer assistance for public service, 
the chief difficulty is to enable the two agencies to fit into 
each other without friction or waste. 

„ § 6. The navies of the various powers do not present so 

* This plan has been advocated by Sir C. Dilke, Problems of Greater 
Britain, 380. 
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much difficulty, for they are less costl/ so far as the supply 
of their p^sonal ser^vife is concerned, and that supply is 
taken from a special class already trained to a life of hard¬ 
ship, and accustomed to constant supervision and control, 
though here, too, the.qfiestion of obtliining the necessary 
force without undue outlay is a seriou%one.* 

. § 7. The best and most econoirycal mode of supplying 
equipment and material for both military and naval forces 
has been for some tSme /ecognised as a grave problem. 
The extraordinary rapidity of inventions soon makes the 
most costly and best devised appliances antiquated. It 
seems a hopeless task to provide all new agejtcies of attack 
and defence, owing to' their great expense and their certain 
replacement by later improvements, so that it might appear 
that the wisest course was to aw’ait the outbreal* of war, 
and then procure the best existing weapons. Unfortunately 
such a cour.se is not practicable. Ships and ordnance can¬ 
not be speedily produced and distributed. The stock, the 
‘ fixed capital ’ of destruction as it may be called, like that 
of productive industry, takes time to create, and in warfare 
delay is fatal. A steadily progressive policy seems the 
most advisable in this respect, even from the purely finan¬ 
cial point of view, as the pressure is more evenly distributed, 

• 

* Though naval expenditure is usually much less than that required for 
military purposes, yet the English naval estimates for each of the five years, 
1895-1900, exceeded those for the army, as the subjoined table shows. This 
was of course due to the peculiar situation of the British Empire, with its 
territories spread over the various regions of the globe. The South African 
War has for the time removed this anomaly, but the return of peace may 
recreate it. 


Year. 

Army Esiimaies. 

Navy Estimates. 

1895-6 

,^17.983,800 

7^18,701,000 

1896-7 

18,042,100 

21,823,000 

1897-8 

18,340,500 

22,238,000 

1898-9 

19,220,500 

23,778,400 

1899-1900 

20,617,200 

26,594,500 

1900-1 

88,999,400 • 

28,791,900 

1901-2 

87,915,000 

30,875,500 

1902-3 

69,310,000 

31,255,500 
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and by adopting it there is, on the.wjiole, the best chance 
of security. • 

Against the undoubted evil of the great increase oif cjutlay 
on armaments, it i# .satisfactory fo Jbe able to. point to 
some compeirsatioiijor at least alleviation. One result is 
to favour the vvealthier,^and therefore the i^(>»t industrious 
nations. A rich State cap obtain the best .ship.s, riflc.s,*aiul 
cannoi\ atjd so* gains the same jidvafitage over its poorer 
rivals that civilised peo[dcs generally gained over bar¬ 
barians by the invention of firearm.s. Then, as Sir R. Giffen 
has suggested, the increased cost of warlike equipment is 
accompanied by an immen.se expan^on of industrial pro¬ 
duction ; if the burden be heavier the hearer is stronger, 
and is n#t so much oppressed as we might at first sifppose ; 
and finally, though this is problomatical, the skill developed 
in aiding the ‘work of destruction is also of service for 
industry.^ The best method of securing arms and sup¬ 
plies is also a doubtful matter. The usual alternatives are; 
purcha.se in the open market, or state manufacture ; and in 
the former case the contracts may be given privately, or by 
public tender; but the advisability of state manufacture 
may be re.servcd for a more suitable placc.^ 

• § 8i« The cost of actual warfare [iresents problems very 
similar'to those already considered. The national army, 
when iT) the field, is a very expensive agency. ‘An army 
composed of such materials as the Prussian, cannot be em¬ 
ployed in war without immense lo.ss and suffering both to 
the soldiers and the whole nation.’® The ordinary standing 

• 

^ GifFen, Growth ofCapital^ 145. Cp. ‘ Wic die prodiiktiv? Technik dcs Jjihr- 
^lunderts ihre Kehrseite hat in der Technik der Zerstorung, so wird die erstere 
:ributar gemacht fiir die letztere, und je ergicidger sie i.st iim so mchr muss 

sie abgeben.Die hiermit gebotene Aussicht ist nicht erfrculich ; sie i.st 

tber auch nicht so trostlos, wie sie meist dargcstellt wird,—unter der Voraus* 
»tzung nicht, das bei jeder hetheiligfen Nation der h'ortschritt des Militar- 
lui^aben von der fortschreitend^n Productivitat der Volkswirth.schaft beglcitet 
St wie bisher.’ Cohn, § 390. For the supposed stimulus to industry, sec Sir F. 
Abel’s presidential address to the British Association at Leeds, Report 25. 

* Bk. ii. ch. 3, ‘The Industrial Domain.’ 

* Leslie) I4O) who adds some striking instances. 
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army, on tire other hamd, is often unfavourably criticised as 
being composed 'of the refuse of the population.^ Were this 
trhe it Would be rather an advantage in the event of war, 
except in So far as it detracted from military efficiency. In 
any case it is difficult to measure the cost incurred in war 
aparit from tfie direct outlay and' the loss of men and 
material in the conflict. There is, bisides, the disturbance in 
the economic system which is a necessary result, and which 
may injuriously affect, not merely the national well-being, 
but the state revenues. Such consequences are hard to 
foresee, and vary widely in different nations. ■■ With regard 
to England, for example, the outbreak of war would 
materially injure her shipping trade, which /orms so im¬ 
portant a part of her industry; the diminished plofits in 
that trade, and the innumerable dependent aqd connected 
occupations, would soon be shown in the reduced income- 
tax returns under Schedule D and would so far affect the 
state receipts at a time of extra pressure. It is needless 
to add that the revenue would almost certainly be acted on 
by other results of war, and not beneficially. A Continental 
State would probably suffer in a different way. Some of 
its territory might be occupied by the enemy, and its con¬ 
tributions suspended, or under the most favourable circum¬ 
stances the productive powers of the community would be 
reduced by the withdrawal of so many men from their 
usual employments with the natural result of diminishing 
the yield from taxation.^ All such elements form part otf 
the financial considerations appropriate to the subject. 

To make the estimate a fair one, it is further desirable 
to take into account the possible advantages so forcibly 
stated by Wagner® and others. They are: the ennobling 
effect of warfare on men, and even its value as an economic 
discipline; its tendency to bring about a better grouping 
of nations (as in the recent cases of Germany and Italy) ; 
and finally the fact that successful warfare may allow of 
the cost being placed on the vanquished. It might be 

* Cairnes, ut sup. 2*3. ’ Leslie, 141. ’^i. 416 sq. 
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added that some periods of war have been seasons of high 
profits, as was the case in England *d8ring the french wars 
of 1793-1815. But these supposed gains are, after all, no 
adequate set-pff a^inst the certain losses. There’is no 
evidence that war^ promotes higher social or economic 
training, and it decidedly deadens the higtjer moral feel¬ 
ings.* Under given cAi^ditions, capitalists may gain I?y it, 
but only at the expense of otheii classes. The power 
of placing all the expense on fhe conquered party is not 
a diminution but simply a shifting of the burden, as 
happened in the Franco-German war of 1870-1.- And 
the redistribution is not always piu'cly beneficial to^ the 
winning side, while it intensifies the sufferings of the 
defeated State. •. , 

§ 9. In conclusion, it may be said that war and prepara¬ 
tion for war* are by far the heaviest charges on the re.sources 
of modern States.^ An enormous sacrifice of labour-power 
and of commodities is inevitably caused by its persistence as 
a usage among modern nations. The uncertainty and inde¬ 
finiteness of the requirements of states for this end is a per¬ 
turbing element in financial arrangements. War has been the 
principal cause of the great state indebtedness so general in 
Eurqpe, and of the severe pressure of taxation. It is conse¬ 
quently beyond reasonable doubt that peaceful methods of 
settling disputes, or limitations on the present rigour of bel¬ 
ligerent rights,* are not merely social, moral, or even eco- 
'nomic reforms : they arc further of the greatest financial im¬ 
portance. Arrangements for disarmament, if possible, would 
belong to the same class. But while strongly insisting on 
the great advantages that are certain to •result from the 
maintenance of peace, and the reduction of military and 

I For an admirable statement of the evils of war .see the essay on ‘ Tlie 
Evolution of Peace,’ in Lawrence, Essays on Moikrn InteKualional Law^ 
•'*34 sq. 

* Giffen, Essays in Finanfe(i^\. Series), 1-55, gives an estimate of the cost 

of that war. ® See Note at end of Chapter. 

* Tlie exemption of private properly at sea from capture is the most obvious 
and desirable reform in this dfreclion. 
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naval expenditure, it is quite as essential to assert that so 
long as preseRit conditions last, a well-organised and effective 
system of defence is a necessary part of state expenditure! 
and one that amply repays its cost by the security that it 
affords for the political independence as well as the economic 
interests of the nation. To maintain a dtic balance between 
the e,xces.sive demands of alarmists' and military officials, 
and the undue reductions in outlay sought by the advo¬ 
cates of economy, is one of«the difficult tasks of the states¬ 
man. In endeavouring to attain the proper mean, many 
specially financial considerations have to be noticed. 
Among these are : the relation of state to national revenues ; 
the Hi.sks to which unsuccessful war would expo.se the 
country; and the comparative urgency of the,other claims 
on the State. The application of the amount judged 
necessary is also difficult to‘determine. It has, to be di.s- 
tributed between services {Persoualhedarf) and commodi¬ 
ties {Realbedarf), so as to secure the maximum advantage, 
but this latter question lies, strictly speaking, outside the 
limits of finance, and belongs to military administration. 

NOTE 

The growth of expenditure for luililary and naval purposes is very plainly 
shown in the following table (ooo’s omitted);— *' 

Tabi.e .1 

Expenditure of England and France on Army .and Navy at different |>eriods. 

England.! Franck. 

Year* Amount, Yeur. 

1775 ... ,. £ 3 ,Sio 1774 

1823 .. 14,350 18.30 

1847 . 18,500 1817 

1857-8 . 23,500 18.78 

1868-9 . 26,891 1868 

1878 - 9 ' . 30.252 1878 

1889-90 . 32,781 1890 

189 . 3 - 4 , ... . 33.566 1900 

1895-6 . 37.407 1902 

1900-1 (war). 121,230 

* Besides home expenditure the military force of the British Empire costs 
India about 230,000,000 rupees, or ,^15,333,000. ^ 
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Military and Naval expenditure of— 


(a) The German Eik,pirk. 

Year. 

Amount. 

1873 

.^19,200 

1876 

. 21,900 

1883 4 ... 

. 22 ,V §0 

1888-9 ... 

. 4F,9Co 

1900-1 ... 

... .. 39,090 

1902-3 "... 

. 39,946 


Year. 
] 8 (i 2 
ISti!) 
IW.'i 
188(1 
IRStr 
" 18!I0 
1900-1 


(i) ITAI.V. 

jitnouni. 



;^‘8,5 oo 

6,800 

10.120 

13.120 

I5i377 


Tarle Ill- 

Total Military and Naval Expendiliire of the .Six Great Towers.* 


Year. 

Amount. 

I8C8. 

. /’io 4 , 25 o 

1873 . 

. 124,450 

1882 . .. 

... ... 146,460 

1888 . 

. 180,200 

1900 ''‘. 

. 275,000 


Whatever qxialificalion may be requisite in consc<iucnce of the above figures 
being obtained from different sources cannot affect the general conclusion that 
they are adduced to support—the increase of expenditure for the purposes of 
defence and aggression. 


* Austria, England, France, Germany, Italy, and Russia. 

^ Probably ;^7o,000,000 .should be deducted for tlie abnormal outlay’ by 
England in Soutli Africa, but this expenditure is likely to continue in part fol 
some time. 
























CHAJ>TER III 

JUSTICE AND SECURITY 

§ n. In tracing the gradual development of state func¬ 
tions, we found that the maintenance of internal security, 
the protfcction of each member of the soeiety against ‘ the 
injustice or oppression of »very other member of it,’ or in 
more modern phrase the establishment of laV and order, 
was a task that was attempted in the earlier stages of social 
evolution, and one that became more fully emphasised as 
political institutions grew in strength. The necessity pf 
the function is admitted by all except advanced anarchists. 
In fact, the extreme urgency of the claim for public activity 
in tliis respect has frequently led to a comparative neglect 
of other sides of state duty. Both in its .social and.eco- 
nomic results the establishment of security is of the utmost 
importance ; but there is the danger of limiting its range too 
narrowly. All institutions and legislative measures that 
tend to increase the power and resources of the State so 
far conduce to the preservation o£ order, and this wider 
point of view skpuld never be ignored, though it is necessary 
to give the most prominent place to the agencies directly 
employed in promoting the end. 

An instance of the disposition to unduly confine the 
subject is found in the Wealth of Nations. The section of 
the work devoted to this topic deal^ solely with the ad¬ 
ministration of justice. Adam Smith appears to have be¬ 
lieved that the one matter of importance for the State was 
to decide disputes, though his account of the introduction 
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of lav.' courts shows that it is just as^ essential Jto suppress 
disorder. The sovereign does certainly <Jischarge a most 
useful function in settling controversies about tl^ precjse 
nature of private rights and duties : _but beside ,the claims 
of individuals, therp is the whole -body of public law, and 
even individual rights have to be determined in respect to 
their orbit and inciden?^ by the State. The ultimate aim 
is the* promotion of social welfare by the establishment of 
security, which may be obtained in two different ways, 
with very dissimilar financial effects. ‘The Legislature 
may pass la\i'.s which give certain rights and remedies to 
the persons interested, and may leave it to them to etijbrce 
the law by taking their own proceeding.s, according to their 
own interests, in*the courts of law. In this case tke courts 
are the organs through which tjie State exercises its power. 
Or, again, tfife Legislature may entrust the duty of enforcing 
the law to an executive department, which then becomes 
the organ of the State for the purpose.’^ The former 
method would come under the head of ‘justice ’; the latter 
under that of ‘ police ’ or ‘ administration,’ and it is a signifi¬ 
cant fact that it is not noticed by Adam Smith. His whole 
economic system, on its practical side (in this respect in 
strict agreement with the Physiocratic position), was a 
protest against the older paternal policy. He had no 
conception of the development of administration and sup¬ 
ervision for social and even economic ends, which is so 
characteristic of the modern State, and consequently his 
work presents a gap in .regard to this important subject. 

The student of modern finance is, however, compelled 
to take the different elements of justice and administrative 
police into account when seeking to estimate the cost in¬ 
curred in guarding the rights of private persons, and the 
security of the community which is an essential condition 
precedent to the former object. The growth of expenditure 
in this direction has been very large, and presents some 
serious financial problems. 

* Furer, S/at* and Trade, 
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§ 2. Though many of the details of legal development 
are as yet oBscure, itsWbad outlines have been sufficiently 
elucidated by the labours of, the historical jurists.' In the 
primitive community custom is binding; violations of its 
prescriptions are offences, but any disputes as to the fact 
of a breach of,the customary rule have to be decided by 
the oj)inion of the tribal or village^^ssembly. As soon as 
the chief comes into existence the decision of controversies 
becomes one of his tasks—or privileges ; the submission of 
the parties is, notwithstanding, voluntary, at least in appear- 
'ance, and the Judge is entitled to a ‘fee’ for his services.^ 
Und^r such conditions, justice is a matter of special bargain. 
The chief, as judge or arbitrator, gives his time and attention 
to the decision of dispute.s, and like any laUourfr is ‘ jvorthy 
of his hire.’ Very many Ic^al systems afford evidence of 
the existence of this dealing out of the commoefity, justice, 
and of the slow process by which voluntary submission 
became compulsory. 

At a far later stage of growth, and even when the coer 
cive power of the sovereign State was fully established, this 
idea of ‘service for service’ was retained. The financial 
significance of such a view is apparent. As long as the 
suitors paid fees for the services of judges there waj no 
need for including the item among the heads of public ex¬ 
penditure. Even if entered, it would only be a matter of 
account, the receipts balancing the outlay.® 

First appearances are in favour of this arrangement. 
The public revenue is exempted from charge ; the persons 
who are supposed to gain have to pay for a service rendered ; 
and judges are Stimulated to diligence by the hope of re¬ 
ward. The operation of individual interest seems to produce 
a sufficiently satisfactory result. So plausible is this idea 

* Maine, Ancjent LaWy ch. lO ; Early InstiiutionSy chs. 9 and 10; Jenks, 
Law and Politics in the Middle Ages. 

® Cp. Maine, Early Law and Custom, 185 n. • 

• If the fees were so large as to leave a surplus after paying salaries and 
other expenses, * Administration of Justice* might have to appear in Book ii. 
M one-of the departments of * State Industry.’ 
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that it was maintained by Adam Smith. But ?)efore his 
time the gractical weakness of the m«thod was <60 apparent 
that the abolition of all law charges was advocated, and 
Bentham had little difficulty in showing the mistake "of 
the older view. It biased its case*on a series oMalse com¬ 
parisons. The judge—and every judicial official—is indeed 
a labourer discharging a most useful service even j'n ‘a 
strictly economic estim^ion ; but his toil is for the interests 
of the sosiety at large, and he opghtTo be paid out of the 
fund created indirectly through his work, that is, the increased 
wealth of the society owing to an exact administration of 
justice and the consequent increase of security. If law¬ 
suits always arose from mistakes, the're might be somcChing 
to be said for compelling the parties in fault to pay for the 
correctfen, but thfs is not the usual case ; far more often they 
arise from intentional wrong-domg by one party, or in many 
instances through the difficulty of knowing the law. The 
innocent suitor is not a special gainer by the action of law; 

. he is in rather a worse position than those who by the 
restraining effect of justice have been saved the necessity 
of asserting their rights. The great advantage that a legal 
system sustained by fees gives to the rich is an additional 
argument against it, as is also the tendency of payment by 
fees to foster judicial corruption. A court supported by 
charges on suits would be likely to work so as to increase 
those charges, and might not be strictly scrupulous in the 
methods adopted. 

The theory, besides, is only applicable to civil courts. 
If we grant that the criminal courts are to be sustained by 
the parties—one. of those parties is the St^Pte, and it must 
draw its 'contribution from the public funds. A possible 
source of revenue may be suggested in the penalties inflicted 
on wrong-doers. Unfortunately this, which so far as it goes 
is very suitable, proves insufficient. In many cases there 
is not enough to compensate the individual sufferers. The 
offender—either civil or criminal—may have no available 
property, and we therefore find ourselves forced to the 
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conclusicM that the cost of justice should be defrayed by 
the State. , Nor, so l^ng as due care is observed in scruti¬ 
nising the outlay, is there any form of public expense that 
i^more.amply justified. On the due administration of 
justice depends in a gr.eat degree the pr«sperityt)f a country. 
The outlay incurred for it ought not Jo be regarded as a 
deduction from a definite and pre-determined fund; it is 
more correctly a percentage leviecj^n wealth, that but for it 

would never have exteted.* • 

« • 

§ 3. In regard to justice, as to defence, it is possible to 
adopt different methods of supplying the state require¬ 
ments, consisting in this case chiefly of services. As Ger¬ 
many has given the ^I'orld the greatest example of forced 
military duty, affording a model that has been widely 
imitated, so has England supplied the most stril^ng and 
impressive instance of compulsory civic service. The jury 
system of the United Kingdom, though it does not enter 
into the national accounts, is, notwithstanding, a heavy tax 
on those who are subject to it and should be considered in 
estimating the national burdens. Continental legal systems 
economise in another direction. By placing judicial salaries 
at a lower scale, the work is done by an inferior class of 
men,** but then they are enabled to employ a larger staff 
and can secure a quicker disposal of cases. In this they 
are aided by the superiority in form of their laws. A le.ss 
skilled judge can deal successfully with the definite rules of 
a Code, when he would fail under the English method of 
case-law. But whatever mode be adopted, the total cost of 
the legal system is not light, as,the figures show, and it 
tends to incr*a.se with the growth of population and in¬ 
dustrial intercourse. 

^ The statement in the text does not exclude the levying of fees for various 
legal acts. This side of the question is considered infray Bk. II. Ch. iv., and 
Bk. IV. Ch. yiii. The most important field for levying legal fees is in con¬ 
nexion with Commercial Courts. Traders as a special class may not unfairly 
be required to defray the expenses of the tribunals that they use. 

^ Promotion on the Continent is said to be from the bench to the bar, a 
complete reversal of English ideas. 
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§ 4. Voluntary service contributes towards the perform¬ 
ance of judicial work. As England rfias a vol«nteer army, 
so she possesses a volunteer judiciary in tlte unpaid justices, 
who discharge the lower tasks of courts of first'-ingtance, 
and are rewarded *by the consiSesation that attaches to 
their office, and by'the reflection that they have ‘ done their 
duty.’ The Germans, ^nd Gnci.st in particular, place jjreat 
weight on the advanta^s of ‘ Self-government’ as it Sxists 
in Englawd and is being graduajly introduced into Prussia. 
It is nevertheless of doubtful efficiency (‘justice.s’justice ’ 
has long been a byword), and from the financial point of • 
view the gain is not great. At all events, the system of 
unpaid magistrates is only suited for thinly peopled districts, 
where small offences are comparatively few in number, and 
where the administrators command respect by their social 
position, (^ivil cases, above the lowest, have to be referred 
to a paid official—the county-court judge ; and the criminal 
jurisdiction over large cities is given to well-trained and 
salaried magistrates, since the work would be beyond the 
power of volunteer service. Thus self-help, or rather free 
public service, turns out to be a valuable aid, but impractic¬ 
able as a sole or even a chief resource. 

§5. Ne.xt to the cost of law, the outlay on ‘police’ 
requires notice. The general term ‘ police ’ has been used 
in a wide sensewe m.ay, however, limit it to its modern 
meaning. In this application it is of very recent growth. 
Formerly each citizen was in some degree prejiared to 
defend himself, or belonged to some body or group that 
would protect him more or less effectually against aggres¬ 
sion. All difficulties finally came to the,*tribunals. Now 
the State is held bound to have a force on hand to suppress 
disorder and bring criminals to justice. The absence of 
a police force from any scene of disturbance is regarded 

* Thus we find ‘ Police of commerce,’ ‘ Police of grains,’ and even the 
* Police State,’ for a system Cf paternal legislation. See Dutiouary of Political 
Economy^ Vol. III., Art. ‘ Police,' for a full account of the different uses of 
his term. 
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as a grievance, the support of order being supposed to 
concern it» solely. lA series of causes has tended to 
produce this retnarkable change in public feeling; they 
are The increase of population, and its great density 

in certain'areas, affording naturally ^ greater facility for 
escape to offenders; (2) the alteration fh manners that has 
abolished the''custom of carrying/arms; (3) the modern 
industrial system, with the conS&juent accumulation of 
valuable commodities, myny of them incapable of being 
identified ; (4) the development of agencies for locomotion, 
and the facilities for escape thereby provided, while pursuit, 
though difficult to an individual, is still easy for an organ¬ 
ised* body. The financial outcome of the normal forces 
has been a great increase both in central and ^cal expendi¬ 
ture, for the purpose of maintaining police'forces engaged in 
supporting and facilitating*the action of courts pf justice, as 
also in preventing outbursts of disorder. 

§ 6. The penal system stands on the borderland between 
‘police’ and administration. When the judge and police¬ 
men have dealt with the criminal, he is handed over to 
the jailor, and in this department of state outlay also there 
has been a noticeable change during the last century. 
Ancient societies treated offenders in a summary way. 
They were executed or reduced to slavery, so thit the 
problems of prison expenditure or management did not 
arise. The media;val idea was quite as barbarous, though 
not so efficient. Criminals who escaped death were the 
objects of great cruelty, as well as at times of undue 
lenity.^ 

The more frumane spirit of the eighteenth century 
brought about a salutary change. Under the influence of 
the teaching and practical work of Beccaria, Bentham, and 
Howard, continued by their many followers in their various 
lines of exertion, the whole system of criminal legislation 
and penalties was remodelled. Punishment, instead of 
being regarded as the vengeance of the State or the 
^ See t)u Cane, TAt Punishment and Prevention of Crime, chs. 1-3. 
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individual, was transformed into an agency for prevention 
and reformation.' Executions becam* few in number, and 
prisons, from being purely places for cc*ifinement, were 
used for purposes of di.scipline and instruction. ^ < • 

The necessary firfancial result fias been a considerable 
increase of cxpendifure. Prisons and convict stations are 
formed on an elaborate scale, with careful'provision ^fof 
the health of the inmatffi. The comparative lenienc^ of 
>entences has further tended to parpetuate the class known 
IS ‘habitual criminals.’ This small body—for such it really 
s in all civilised countries—is yet responsible for the 
greater part of the outlay on ‘crime and police.’ Any 
;ffectual method of dealing with proven ‘ habituals ’ wobld 
le.a financial ^s well as a social benefit. P'ven under the 
present Arrangements the outlay on the ‘ penal syst'em ’ is 
n the strictest sense productive,*or at least preservative, of 
vealth. 

^ For theories of punishment see Bcnlham, Theory of l.egislaliotf, also 
r. H. Green, Ph/loso/hual ll’orhs, ii. 486-511; liusanijuet, 2 *hilosofhi<.alI'heory 
'fthc S/a/e, 275 S(j. 



CHAPTER IV 

ADMINISTRATIVE SUPERVISION. POOR-RELIEF 

§ I. The modern State has in some respects added, if 
not exactly to the cla.sses of objects under its care, at least 
to the. complexity of the tasks conpected with thbse 
classes. It is still possible to stretch Adam Smith’s de¬ 
scription of state functions so as to include" the subjects 
of the prc.sent chapter, but the extension, though con¬ 
forming to the letter, hardly agrees with the spirit of that 
well-known statement. In this instance we have a good 
example of the way in which public tasks are conditioned 
by the circumstances of time and place, and of the im¬ 
possibility of using an infle.xible formula to guide the 
course of social action. The expansion of administrative 
supervision in the last fifty years has placed a fresh series 
of duties on public authorities. A century ago there was 
little of the kind in England, and the older French and 
German systems of regulation were in a state of decay. 
The French Revolution of 1789 was believed to have 
removed the.se checks on individual liberty, and to have 
secured by its influence their ultimate abolition in other 
Continental States. The passage from the Ancien Regime 
was regarded a.s definitely accompli.shed. 

Such expectations have proved unfounded ; old methods 
of control and supervision have indeed for the most part 
disappeared,^ and no one advocate .4 their re-establishment. 

' the restraints so forcibly criticised in Turgot’s Eloge dt Coumay 
could not exist now. Turgot, i. 266-270. 
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In their place we have a newer bo^y of arrangements 
for the regulation of various parts of social lilfe. Under 
an elaborate system of legislation, a large official staff 
has been created fo^ the purpose»of regulatinq| the* free 
movement of the ^rdinary citizen. 'There are inspectors 
of mines, factories, shipping, railways, tramwjiysj hackney- 
carriages, &c. The sou^^dness and purity of articles of /bod 
are t^ted by public agents. Mai^ trades are placed 
under special rules, and local Authorities are entrusted 
with wide discretionary powers in their dealings with the 
habits and occupations of the communities under their 
charge.* The* foregoing account, applicable in all points 
to the United Kingdom, holds true generally of all modern 
States; there* may be differences in detail; the. power 
which exercises supervision may be local in one country 
and central in another ; nevertheless, the broad fact re¬ 
mains, that in both Europe and America the department 
of ‘ administration ’ is increasing in extent.^ Opinions 
may and do differ widely as to the merits of this move¬ 
ment,^ but on the point most pertinent for our present 
inquiry there can be no dispute, viz. the increase of ex¬ 
penditure that necessarily results from it. 'I'he budget of 
every yivilised society is swollen by the charges needed 
for the salaries of agents engaged in the work of inspection 
and regulation, while the total cost can*only be ascertained 
by combining the general and local outlay. 

§ .2. Some of the causes of the great increase in adminis¬ 
trative outlay have been noticed when dealing with ‘ police ’ 
They, however, deserve a more precise statement:—(1) The 
growth of great Centres of population makes organisation 

' Farrer, State and Trade^ and Cunningham, Economics and Politics^ both 
describe this movement, but with divergent sentiments. 

® For the United Slates, see Bryce, American Commonwealthy ch. 91. For 
the English Colonies, Dilke, Problems of Greater Britain^ 508. 

* Farrer and Cunningham, above. For vigorous protests against the 
tendency, see H. Spencer, State and Man; the recent work, A Plea for Liberty ; 
and the publications of the Liberty and Properly Defence Le^ue; also L^on 
Say, Socialisme ctBlai, 
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and control naore necessary; e.g'. to employ a body of 
police to regulate the traffic on a country road would be 
absurd ■ in the Strand or Regent Street it is indispensable. 
The inspection of dwellings in ordgr to prevent over¬ 
crowding is another prominent instan^ce. (2) The moral 
sense of the community stands at a higher point now than 
it irVer previously did, and as a^onsequence the public 
power is invoked to>, remove any evil that shocks .public 
opinion. The legislation' as to unseaworthy ships affords 
an illustration. (3) The democratic movement makes 
interference with the owners of capital or property gener¬ 
ally, as also with large dealers in commodifies, acceptable 
to the holders of political power. (4) The establishment 
of bod'es of officials is carried on so grad'iially that the 
total expense entailed by the system is never realised, while 
the special gain hoped for in each case is distinctly con¬ 
ceived. (5) Finally, the influence of the prevalent political 
and economic theories should be added. Most cases of 
actual state regulation would come under the exceptions 
to laissez faire as discussed by J. S. Mill and 11 . Sidgwick ; 
they also have been powerfully advocated both in Germany 
and America on theoretical grounds. It is, therefore, not 
unrea.sonable to assume that this tendency of speculative 
thought has in some degree influenced the conduct of 
statesmen.^ 

3. The difficult question remains. How far is this 
outlay financially ju.stifiable? It may at once be conceded 
that many of the ends sought are eminently praiseworthy, 
and that no supposed principle of abstract right ought to 
hinder the adoption of measures of general utility. The 
final test must be expediency, but expediency in its broadest 
sense. It is only possible here to indicate some of the 
general considerations applicable to the problem, and which 
have to be used as guides in each particular case, (i) The 
pressure of taxation, and the prdbable sacrifice that its 

* For a statement of these causes, Goschen, ' Laisset fairt and Governraent 
ilkttfference,’ Addrtsses, 59-^4. 
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increase for a proposed new end would cause, or the advan¬ 
tage that would result from its remissi(?n. (3) ThS possibility 
of voluntary agencies undertaking the worU now carried out 
by the compulsory gower of the l^ate. Thus it shoJld be 
a matter for deliberation how far Tra'de Unions could insist 
on sanitary provisions in factories, and associations of 
consumers guard against adulteration and fraud gcneiplly. 
The flanger of weakening the spiyt of association by 
hasty stale intervention is not to be overlooked ; all the 
more that it is unobtrusive and cannot be readily weighed. 
(3) The extent to which administrative action is really 
effectual in meeting evils, though of extreme importance, is 
not easily determined. Sweeping general propositions, to 
the effect thwt ‘individuals do things better than the 
State,’ or that ‘ the State does things better than indi¬ 
viduals,’ will not carry us far, but the inertness of human 
nature when relieved from the stimulus of direct self- 
interest, and the danger of official corruption, both suggest 
a presumption against state interference, a presumption it 
is true of very different force according to the case in which 
it is used. The solution of the problem belongs to the 
statesman, who, however, will not form a less sound judg- 
mentjby taking general princi|)les into account. 

It seems perfectly certain that administrative expendi¬ 
ture will continue to increase more rapidly than the cost 
of justice or police. These latter move with pojrulation ; 
the cost of inspection and regulation grows much faster, 
it is, too, more divided and not so definitely ascertainable, 
and may therefore be regarded, in common with military 
and naval experrditure, as presenting the principal difficulty 
for the finance of the future. Growing expenditure implies 
increased revenue or additional debt, and either means 
extra pressure on the subjects of the State. The duty of 
seeing that all outlay is productive of compensating ad¬ 
vantage to the commifliity is more than ever imirerative. 

^ 4. The relief of indigence is now in most countries one 
of the charges on the public revenue, and has even become 
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at times—as in England under the old poor-law—a heavy 
burden; it'has not,'however, been assigned a prominent 
place in the estifnatesof outlay given by financial theorists. 
The neaSons for this comparative neglect, are not hard to 
find, for (I) it has generally been a local charge, and has 
not found its way into the national tfudgets, which used 
tb occupy most attention ; and (2),the state relief of pau¬ 
perism has been one of the contested questions of economic 
policy. It is probable that Adam Smith, who*does not 
mention poor-relief in his examination of public e,xpenses, 
disapproved of any form of compulsory aid to distress, and 
his followers would jn most cases take the same view.' 
But though we c<an thus explain the omission of poor-relief, 
we cannot accept the reasons as sufficient. Ffom the point 
of view of public finance, it is immaterial whether tfie State 
acts through general or local authorities : e.^. in England 
before the Act of 1877, prisons were maintained by the 
counties ; since the pa.ssing of that measure they are under 
the Prisons Commission ; but in either case they involved 
a public charge. In regard to the second point, finance is 
engaged in dealing with facts, and therefore the existence 
of state aid to tho.se in distress is a valid reason for ex¬ 
amining the subject. We may at the same time admit 
that the que.stion of expediency in this respect is a' most 
difficult one, involving as it does reference to a number of 
political and economic considerations. 

The problem presents itself in the following way. In 
all modern societies there are persons who, by reason of 
physical or moral causes, are unable to—or at least as a 
matter of fact io not—provide themselves with the means 
of subsistence. The question then arises, what is to be 
done with this class } Ancient societies relieved themselves 
from the difficulty by the rude expedients of infanticide 
and slavery. The Middle Ages met it by the inculcation 
of private charity by the Church, and by the monastic 

■ Ricardo, IVaris (ed. McCulloch), 58-9 ; Malthus Fopulation (8th ed.), 

428 sq. 
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institutions. In modern times the insufficiency and irregu¬ 
larity of private relief have led to statl intervention. The 
break-up of the medieval system, anc? the resulting 
economic disturbances, made it an ^urgent matter of [Miblic 
policy to deal with*distress. The greater povVfer of the 
principal European Vionarchies also furnished the mean.s, 
in the shape of legislative action, pre,scribing and limiting 
the conditions of relief.^ The growth and expansion of 
the system of public relief is of itself an argument in 
favour of its e.xpediency as meeting an evil common 
to all communities that have reached a certain stage of 
development.'* ^ 

This simple and obvious ground for the policy has been 
supported by, several arguments of a more theoretical 
charactdl". (2) Thus it has been urged that the State is 
‘ bound ’ to relieve distress. Th6 methods in use in ancient 
times for the suppre.ssion of indigence are happily im¬ 
possible ; private charity is not sufficiently regular, and 
the State cannot with .safety so far outrage the .sentiments 
of its citizens as to allow even the poorest to perish by 
starvation ; it therefore has an imperative duty to discharge 
in the relief of actual destitution. (2) Another contention 
appeals to justice rather than sentiment. If the relief of 
distress were left to voluntary exertions, it would in fact 
amount to an extra tax imposed on the charitable, who 
would have to pay more than their due share, the niggardly 
escaping the payment of anything whatsoever towards 
what ought to be a common burden. (3) In addition to 
justice amongst taxpayers, the plea of justice to the 
indigent may be "advanced ; it maybe said/that the real 
cause of destitution is the appropriation of the agents of 
production by private persons, and that consequently those 
in distress may fairly claim at least that minimum of 

* * Every society, upon arriving at a certain stage of civilisation, finds it posi¬ 
tively necessary for its own salce ... to provide that no person . . . shall perish 
for want of the l.>are necessaries of existence.’ Fowle, Poor Law (ist ed,), roi 
who res^rds this as the ‘ general principle ’ and ‘ cause * of poor-law legislalioiv 
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subsistence probably attainable in a state of nature, or—to 
vary the argument slightly—the holders of property may 
justly be called on for the amount required for the relief 
of actual want, in retur.n for the benefits that they obtain 
from the present social organisation ; i^i!. they are asked to 
pay a ‘ ransom ’ for thfeir possessions.' (4) To these some- 
whs|t abstract arguments, a more/lirect and practical one 
may be added. Under the present penal system * criminals 
are supported in a way that secures them a tolerable and 
healthy existence : now to deny to the pauper what is thus 
guaranteed to the criminal amounts to an inducement to 
crime. 

The force of these several arguments, and the fact of the 
almost universal existence of public relief, would appear'to 
leave no room for doubt on the subject, but we find to our 
surprise that a formidable list of arguments may be brought 
forward on the other side. The opponents of poor-relief 
contend (i) that to give support to the non-worker is 
essentially ‘communistic,’ and that any such system has 
‘ communism ’ as its logical result; (2) that aid to distress 
tends to act on population ; that therefore an increasing 
number of applicants for assistance would present them¬ 
selves, until at last the whole revenue of the coimjiunity 
would be absorbed in their support; (3) that state relief 
demoralises the recipients, while (4) it interferes with the 
beneficial action of private charity, and injuriously affects 
the moral sentiments both of givers and receivers. The 
more extreme foes of relief, publie or private, would add 
(5) that all relief (and therefore public relief) discourages 
providence aild saving. Almsgiving is—as Professor 
Newcomb puts it—‘a demand for beggars’^ The in¬ 
dustrial and economic virtues are, it is said, weakened by 
every attempt at distributing aid. Finally, (6) evidence 
has been adduced to show that poor-relief lowers wages, 
since it allows the lowest sections of the population to 


' Sidgwick, ‘Economic Socialism,’ Forlni^htly Review, Sept. 1886. 
* Bk. I, ch. 3, § 6. * Political Economy^ 526. 
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work for less than the amount needed for subsistence 
by the amount of relief that they get^frorn the public 
authorities.^ 

§ 5. To strike a^rue balance between the opposed argu¬ 
ments that have bgen just stated is indeed difficult, but for 
financial discussion it is possible to arrive at a satisfactory 
result. In the present\position of most modern soci^ies a 
metlvodised system of public relief is indispen.sable, and 
therefore forms a legitimate part of public outlay; nor 
is it hard to fix approximately the standard of relief. If 
the treatment of the pauper should be better than that of 
the criminal, it should, on the contrary, be worse than the 
standard of living of the poorest self-supporting labourer, and 
unhappily tlte limits as thus determined are very narrow. 
For financial .as well as for social and moral rea.sons all 
relief should be given in the form prescribed by the State, 
i.e. generally ‘ indoor maintenance.’ Assistance from public 
funds is not ‘ charity,’ from which it should be clearly and 
distinctly separated, and in no way can this be better 
accomplished than by confining the action of the public 
agents engaged in relief to a definite sphere. It may be 
further said that in the administration of poor-relief the 
reforpiation of the habits of those who are indigent should 
be aimed at. What the habitual criminal is in the prison 
the hereditary pauper is in the poor-house. Exjicdients 
calculated to improve the moral of the destitute would 
powerfully affect the productive forces of the nation. 

The relations between the system of legal aid and 
private charity are of extreme importance. One of the 
most serious blots in the usual poor-law Arrangements is 
the absence of any connexion between the two classes of 
agency. We can hardly doubt that the contributions of 
private persons, properly utili.scd, would go very far towards 
meeting the necessary outlay on those in distress, with the 
double advantage of economising the public funds for 
other objects, and preventing the evils that result from 
* See J. E. T. Rogers, Economic Interpretation of History^ 487. 
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the existing abuses of almsgiving. Discrimination as to 
the causes fif distress^ and consequently the amount and 
character of relies’, can be properly applied only through 
the optrjftion of private tjeneficence.* 

§6. In addition to'the direct relief of indigence, the 
State has been called on to meet the difficulty either by 
in’stib’.iting a system of public worlds, by granting old-age 
pensions, or by compulsory insurance on the part of the 
workers. The assertion of*the ‘right to obtain w< 5 rk’ sup¬ 
plied by the State is distinctly of French origin.® It has 
' never obtained full recognition in practice, as the difficulties 
it would cause are evidently insuperable. The provision 
of work, the mode of supervision, the rate of pay, and the 
disposal of the products, are each and all so many obstacles 
in the way of its adoption. The economic effect on the 
whole working class would, moreover, be surely evil; the 
expenditure would be indefinite, and not capable of easy 
control. A general system of pensions for the aged would 
undoubtedly provide for one large section of the pauper 
body, but it would at the same time necessitate a great 
increase in the public burdens. To add ;^i6,ooo,cxx> to the 
annual expenditure of the United Kingdom would involve 
a grave disturbance in financial equilibrium, which could 
only be restored by a scries of retrograde mea,sures in respect 
to taxation. Without pronouncing any opinion on the 
sbcial and economic aspects of the various pension schemes 
lately put forward, it is here in place to dwell on the serious 
financial difficulties that their adoption would be certain to 
create, and which by themselves suffice to make any step 
of the kind oneVif very doubtful expediency.® ‘ Compulsory 

* In an interesting article on * Old Age Pensions * {Economic Ecview, iii. 
475-85), Mr. Phelps shows the effective working of private charity in supple* 
menting and modifying the rigour of the legal provision. 

* Droii au Travaily quite different from the Droit dn Travail, 

* Mr. C. Booth’s Endowment of Old Age crgiiains the best statement of 
the case for old-age pensions. See especially chap. vi. for the financial aspects 
of the subject. Mr. Booth contemplates calmly the reimposition of the sugar 
duty, increased taxation on tea and * drink/ yi- additional on the income-tax, 
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insurance,’ as advocated in England, and in some degree 
carried out in Germany, is less opeA to critiiflsm on the 
financial side, but it may be remarked thafthe collection of 
the insurance charges is likely to be ineffective in f ccnintry 
where labour is allowed full freedom of moventent, while 
the scheme involves the State in extensive financial opera¬ 
tions, and at the same time weakens the action of voluttfary 
effortj The English friendly societies even now insure a 
large number of the more provident artisans, and have been 
favourably contrasted with the foreign state insurance bodies 
by Mr. Goschen.^ A strict administration of public relief 
encourages the habit of insurance, or other provision against 
distre,ss, and the development of such methods of self-help 
n»kes it easi^ for the State to adhere to the rigid policy of 
relieving; nothing except absolute indigence. 

with ‘an adjustment of death duties in re.scrve.’ It may fairly asked what 
resources wovild remain for use in case of the outbreak of war, with its in¬ 
evitable pres.sure on the national earning power. The additional inquiries by 
the Commission on ‘The Aged I’oor’ (1895) and the Departmental Com¬ 
mittee on pension schemes, also the evidence taken by Mr. Cliaplin’s Com¬ 
mittee, appear to establish the immen.se difficulties in the way of any general 
pension scheme. The effect on the British finances of the South African War 
proves the justice of the criticism made in this note on Mr. Bootli’s proposals. 

^ Aildnsus^ 113 sq. 
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EDUCATION. RELIGION 

§ I. The recognition of education as one of the tasks ef 
the State was a natural result of the decline of the influence 
of the Church. The innumerable religious institutions of 
the Middle Ages had provided instruction for youth, as 
they had provided sustenance for those in need, and 
when their endowments were in great part seized by the 
different European sovereigns, some provision in their place, 
or by their diversion to the supply of education, was ob¬ 
viously suggested. Even the theorists of the eighteenth 
century hesitated to exclude the duty of assisting education 
from the sphere of state operations. The Physiocrats and 
Adam Smith agreed in recommending state aid to educa¬ 
tion, but only under such conditions as would encourage 
efficiency in the teachers, with industry and application in 
their pupils.i Since their time the tendency has been 
towards the exten.sion of public effort in all the departments 
of education. '’The question presents itself in connexion 
with each of the three forms of teaching, primary, secondary 
or intermediate, and university. 

^ The attitufie of the Physiocrats on the subject of education is remarkable, 
and helps us to understand their general conception of state policy. It was not 
so much interference^ as injitrious interference tht^t they opposed; but they felt 
that all state action had elements of evil in its disturbance of voluntary action, 
and in its expense. Turgot, ii. 502-551, Mintoire sur les Municifalit^s^sMdXo 
be the composition of Du Pont de Nemours. Cp. Schelle, 362 sq. 
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§ 2. In respect to primary education we may note the 
distinct expression of opinion by Ad^m Smith*in favour of 
state facilities for this form of teaching.* The success of 
the Scotch parish schools had evidently impressed'hiin, and 
he contends with {^reat force that the increased tiivision of 
labour due to economic progress tends to weaken the facul¬ 
ties of the workman, and that this evil can only be couj;)tet- 
acted,by education. The State has moreover, he thinks, a 
direct interest in the education «f the bulk of the people 
in order to secure political tranquillity.* A mild form of 
compulsion is even allowable, since he suggests thatpa.ssing *• 
an examinatibn should be a necessary preliminary to entry 
into a trade. Adam Smith does not advocate free education, 
btit his reason is curious, viz. that the teacher’s diligence is 
stimulated by the receipt of fees, an aim that would be 
otherwise reached through the modern result-fee system. 

During the present century the state-guided .system of 
primary instruction has become definitely established, as 
an examination of the details of expenditure will most 
clearly show. The development of this system has brought 
out the existence of several difficulties imperfectly recog¬ 
nised at its commencement. Among those are (i) The 
problem of religious teaching ; denominational schools are 
offensive to one section, undenominational ones to another ; 
and both the amount and application of state funds are hotly 
contested by the different parties. (2) Distinct from the 
foregoing, but connected with it, is the relation of state 
to voluntary schools. If no fees are charged in public 
schools, the private schools complain of the unfairness, which 
indeed is manifest. On the other hand, fe€s—especially if 
education is compulsory—press heavily on the poorer 
parents. (3) When, to avoid some of the foregoing 
puzzles, payment by results is made, there is a danger of 
superficial preparation; and yet without solne test of 
the kind, efficiency cannot easily be measured. The only 

' fVmUh of Nations, 329-30. An argument also urged by Malthus, Essay 
(8th ed.), 437 sq. 
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complete escape from such difficulties would be the aban¬ 
donment of instructicki to voluntary effort, a solution which 
is forbidden by the importance of education, both socially 
and economically, as also by the practical impossibility of 
securing it without state aid in the cas^ of the very poor. 

§ 3. Secondary education is in a very different position. 
The, older economists would abandon it to the action of 
individual and family interest. Tliere is, it would appear, 
no pressing ground for s/:ate exertion in order 'to supply 
instruction superior to that enjoyed by the whole popula¬ 
tion. It may, therefore, reasonably be left to private initia¬ 
tive or to voluntary effort, more particularly in the form— 
too often disregarded by economic and financial theorists— 
of endowment by gift or bequest. The modern tendency 
is here, too, in favour of an extension of state' action, 
generally directed rather to supervision and readjustment 
of existing resources than to the supply of additional funds. 
In some instances special agencies for testing the quality of 
secondary education, either by inspection or examination, 
have been created.' From the financial point of view, it 
must be said that outlay of this kind is not to be placed in 
the same rank with that in aid of the primary instruction of 
a country. At best it belongs to the class of useful outlay, 
and is very likely to be supplied by private funds. It, 
moreover, is open to the objection of benefiting but one, 
and that the most independent, section of the population. 
Against these weaknesses it may claim to be of a moderate 
character, and not likely to seriously affect national 
finance.^ 

§ 4. UniveA-ities, or, more generally, institutions for 
higher education, have to be judged on special grounds so 
far as their claims for state aid are concerned. It is quite 
true, as Adam Smith shows, that the higher education in 

' Provision of this kind was made for Ireland in the Intermediate Education 
Act, 1878. „ 

® Secondary education is likely to become an increasing charge on the State, 
owing to the general desire to ‘ organise ’ it and supply it to all who may 
desire to obtain i> 
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many cases is not a necessity, but rather a luxury or orna¬ 
ment that may very well be paid for by th^ wealthy, if 
they desire it for themselves or their families. In most of 
the remaining instances it is a Jegitimate inveslmtnt in 
immaterial or personal capital, a pbint of view that pre¬ 
dominates in the minds of the professional and commercial 
classes, so that on either supposition there is no caU for 
publ^ intervention. State or otl^er endowments have 
beside.s, fhe injurious effect of (flecking the easy remodel¬ 
ling of the system of higher instruction in accordance with 
the inevitable changes in scientific and literary studies.* 
There is unfbrtunately a tendency, on the part of highly 
paid permanent teachers to take their work in a mechani- 
tml manner, and expend their energies in other directions. 
The result of such considerations leads to the suggestion of 
thorough reform in the mode of higher education, rather 
than complete surrender on the part of the State of its 
regulating functions, more especially when some less 
obvious parts of the working of Universities are taken into 
account. 

The modern University has very different elements, and 
may be looked at from different points of view. In the 
first place, it is a grouping of professional schools, and 
here the tendency towards extended administrative action 
almost compels the State to form clo-ser relations with 
the larger teaching bodies. The increase in the number of 
professions, entry into which is granted only on supposed 
proof of competence, as evidenced by examinations and 
courses of study obtainable solely by means of attendance 
at a University jCollege, affords a strong rcSson for offering 
facilities towards getting the necessary instruction. When 

* *Thc improvements which in modern times have been made in several 
different branches of philosophy, have not the greater part of them been made 
in Universities. . . . The greater part of Universities have not been very 
forward to adopt those improvements after they were made, and several of those 
learned societies have chosen to remain ... the sanctuaries in which exploded 
systems and obsolete prejudices found shelter and protection after they had been 
hunted out of every other corner of the world.* Wialth of Nations^ 323. 
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the State imposes on candidates for various offices or pro¬ 
fessions the obligatic/n of having a University Degree, or 
something similar, it is in fairness bound to supply them 
with reasonable opportunities for acquiring that needful 
badge. Moreover, many parts of ayministrative work 
could hardly be carried on without the iid of the scientific 
skilly maintained by the teaching bodies. 

Secondly, the importance of scientific research in its 
effects on the production of wealth, and in dealing with 
many social problems, is now abundantly recognised. Even 
literary and historical inquiries are found in many cases to 
be of practical service, and to powerfully aid i» the advance 
of culture. The ‘endowment of research’ is a matter, if 
not of practical politics, at least of discuss|on. A Urvi- 
versity, however, is, or at least ought to be, the home of 
research, and its support by the State may be claimed on 
the ground that it discharges this most valuable function. 
Possessing these two departments, which may reasonably 
expect aid from public funds, a University naturally adds 
to them a third in supplying to the richer members of 
the society the ornamental education or ‘culture’ that they 
demand and are willing to pay for. By this combination 
it is further possible to stimulate the teachers by fees that 
will largely depend on the reputation and credit of the 
institution where they are placed. 

§ 5. The question of ‘technical’ as opposed to general 
education presents itself in all the stages of instruction, and 
in each it raises the same problems. The evident economic 
advantage that a nation obtains through the skill of its 
producers is ^"^rima facie ground for State aid being given 
towards the attainment of suitable training. Expenditure 
for such an object is productive even in a financial point 
of view, and it may be further argued that individual or 
family interest will not suffice to accomplish the end 
desired. On the other hand, the stur,dier individualists urge 
that self-interest, if good for anything, should surely be 
good for inciting men to learn in the most efficient manner 
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the trades or occupations by which ^they have to earn a 
livelihood. The same general result is reacHfed here as 
elsewhere, viz. that the true test is experience, and it shows 
that public outlay may be of ^vantage in pronfbting 
industrial training,^?hoiigh it is subject to the "inevitable 
drawback of all state interference in its tendency to reduce 
private exertion, and in the difficulty of duly regulating 
the siyjply of skilled labour called ouj by its action. The 
acquisitioft of training for unprofitable employments is no 
slight evil, and under the rigid system of regulation insepar¬ 
able from official management it is not unlikely to occur. 
Even general education may producq a surmenage scolaire, 
as the example of France shows. 

•§ 6. Under ihe same head the cost of museums, libraries, 
picture "galleries, and institutions for promoting science 
and art generally should be placed. They come in to 
supplement the more directly educational agencies, and are 
often quite as effective in promoting the ends aimed at. 
The modern development in this domain is remarkable 
(especially in England and the United States). Central 
and local authorities have both made considerable efforts 
in the direction of meeting the wants of the popula¬ 
tion for opportunities of acquiring information and culture. 
Few large towns are without appliances that were un¬ 
known a century ago, or confined to national capitals 
We have to add this expenditure to the cost of schools and 
colleges before we can say what is the total sacrifice in¬ 
curred by a nation in its public capacity for the object of 
culture. 

§ 7. Voluntary action may be expected*to relieve the 
revenues of the State from a great deal Of this charge. Not 
only are the expenses of education largely met by the normal 
economic process of payment for advantages obtained ; the 
donations and bequests of the wealthy have sup'plied, and 
we may hope will contkiue to supply, a good many of the 
less profitable fields of instruction and research with suffi¬ 
cient endowment. The splendid example set by American 

H 
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millionaires may produce good effect in Europe by attract¬ 
ing attention to the benefits of supporting the educational 
and investigating bodies to which civilisation owes so 
mucH.^ 

In any case, it must be said that p,o modern State is 
likely to suffer financial embarrassment through its outlay 
in promoting education and culture. Measured against 
the cost of war, and preparation for war, this form of 
expenditure is modest dnd inconspicuous in “the total 
amount; and taken with its probable advantages, it is the 
least questionable of the many secondary heads of charge. 

§ 8. The relations of Church and State* have been at 
different periods the principal problem of rulers. The 
earlier sentiment rather included the State ki the Church 
than the Church in the State. Modern societies are 
practically agreed in reversing this position. Excluding 
the polemical sides of the subject, we can see that for 
the financier the religious wants of the community need 
the supply of particular forms of services and commodities, 
and the question arises whether the public authority should 
provide these needed objects or leave them to private 
effort. Historical conditions have determined the actual 
solution in each country, while the prevalent theoretical 
view is derived from the doctrines of the last century. 
Adam Smith, who approached the subject under the in¬ 
fluence of Hume,® regards the clergy as a particular form of 
police attending to spiritual interests. His ideal is complete 
non-intervention on the part of jhe State. The probable 
result would he a ‘great multitude of religious sects,’ whose 
fanaticism might be kept in check by the two remedies 
of: (a)' the study of science and philosophy,’ and (d) ‘ the 
frequency and gaiety of public diversions.’ Where, how¬ 
ever, ther^ is one predominant religion, the State ought, he 

^ Cp. Cohn, § 150. The donations of Mr. Carnegie and such bequests as 
those of Mr. Khodes are recent instances of thi;> tendency. 

• See his quotation from the latter {History of England^ ch. 29), whom he 
describes as * by far the most illustrious philosopher and historian of the 
present age.* Wealth of Nations 
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thinks, to regulate and control, or, |o use his significant 
term, to ‘manage’ it—a process that is^best*carried out 
by the skilful use of the power of bestowing prefer¬ 
ment. Religious ejidowments ar« regarded as^a part of 
state wealth withc^rawn from the more pressing end of 
defence.* 

The circumstances of the case have, it need hardlf be 
said, .been profoundly altered sinc(i 1776. The United 
States now afford a remarkabfe example of the actual 
working of the policy of laissez faire in respect to re- 
ligion,’^ and they arc imitated by the English colonies. 
Continental Nations show a different set of changes: 
the ‘ Established Churches,’ with their numerous inde¬ 
pendent^ and«private funds, have given place to bodies 
directly chargeable on the State revenues. The ‘en¬ 
lightened absolutism ’ of the eighteenth century commenced 
the work of disendowment, which was further carried out 
by the revolutionary movements since 1789. Later reaction 
has made the clergy pensioners of the State. As regards 
the United Kingdom, the American example has, for special 
reasons, been followed in Ireland, and seems likely to be 
extended to Great Britain. 

Viejving the question as one of finance, it appears that 
the expenditure on religion, though not large, can be easily 
supplied by voluntary contributions, and therefore is not 
an urgent call on public resources, which can be better 
used for other objects. When the State, for political 
motives, undertakes the supervision of religion and its 
supply, concurrent endowment is a necessity in modern 
societies, as otherwise an evident injustice would be in¬ 
flicted on the non-endowed sects. Such is the policy of 
most States at present, but it is more expensive, owing to 

* • The revenue of every established church . . . is a branch, it ought to be 
observed, of the general revenue of the State, which is thus diverted to a purpose 
very different from the defencttof the State.’ Weallh ofNatioHS, 341. 

* ‘Congress shall make no law respecting an establishment of-religion.’ 
First Amendment io U.S. Constitution. Some State constitutions contain a 
similar provision. Bryce, Ameriean Commonwealth (and ed.), ii. 570-1. 

H 2 
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the greater number of ministers, buildings, &c., that have 
to be provided. 

The provision' for religious teaching has a rather close 
afiinit)’ fo that for education proper. Modern budgets 
often combine the two'charges under a 'single head. There 
is also an historical connexion between them, and it is 
noticeable that in countries such as the United States and 
the English colonie.s, where state endowment of religion is 
given up, educational bodies take the vacant place. Public 
expenditure for denominational education is a near approxi¬ 
mation to state aid to religion. 
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EXPENDITURE ON INDUSTRY AND COMMERCE. 

CONSTITITTIONAL AND DIPLOMATIC EXPENDITURE 

. § I. ExPliNDiTURE for directly economic objects has 
often occupied a large place in public outlay. To foster 
industry and commerce was long regarded as a leading 
function of the State. In fact, it is to this conception that 
we owe the origin of finance and political economy.* The 
great object of the Caineralwissenschaft of the eighteenth 
century was to give instruction as to the right direction of 
national resources, and most of the earlier economic writers 
of France and England held that it was very important to 
encourage economic enterprise. 

The complete revolution wrought by the combined 
labours of the Physiocrats and Adam Smith exonerated 
the State from this difficult, indeed impossible, task ; but 
it is a vulgar error to suppose that the advocates of in¬ 
dustrial liberty did not recognise certain definite duties of 
the State in economic m'atters. Apart from the exaggera¬ 
tions inevitable in so violent a change of^opinion, we see 
that the sound sense of Adam Smith and Turgot fully 
understood that in several directions the Government could 
beneficially aid the efforts of producers.* The necessities 
of practice have made it incumbent on States to undertake 
• 

' Introduction, chap. 2. 

* WMltk of Nations, Bk. v. ch. i. part 3, art. i, 303 sq. Cp. Turgot’s 
statement of Gournay’s views in the * ^loge/ i. 279. 
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a series of duties in(pnded for the advantage of industiy 
and commerce. 

f 

There is, however, a distinction to be made at the outset. 
In one sAse all state expenditure may be said to be for 
the benefit of industry. The armies an 4 navies of modern 
States are productive of the security needed for the full de¬ 
velopment ofindustrial effort. The administration ofjustice 
and the maintenance pf an efficient police have the .same 
effect. A great deal of ad'ministrative supervision has, or is 
supposed to have, considerable influence in increasing pro¬ 
duction. One of the strongest pleas for aid to education is 
based on its economw value, and writers of'the school of 
Hume would regard the inculcation of honesty and frugality 
as the most useful function of the clergy. So close is the 
consensus of social phenomena, that there is no part of 
public expenditure that may not aid the progress of econo¬ 
mic production. 

§ 2. But besides this more general action of the State 
on industry, there is a special one. Portions of the public 
revenue are devoted to objects either solely or principally 
economic; and it is the employment of this part that we 
have now to.consider. It, again, may be divided into 
expenditure on industry and commerce generally, anjl that 
on special trades or employments. Of the former we may 
notice the following as the most usual: (i) the cost of 
maintaining a monetary system, as in the case of the Eng¬ 
lish gold coinage; (2) the establishment and preservation 
of a system of weights and measures; (3) the enactment 
(as in some countries) of a commercial code, with possibly 
a special tribunal or tribunals ; (4) the maintenance of 
agencies for facilitating communication and transport, viz., 
post offices, telegraphic communications, roads, railways, 
and canals; in the same group may be included light¬ 
houses, surveys of coasts or new countries; (5) consular 
and diplomatic establishments, chiefly for the Benefit of 
foreign trade, but with an indirect action on home industry. 

The slightest glance at the above list at once suggests a 
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criticism. Some of the agencies included, will, unoer proper 
management, yield a profit to the State, and sedln therefore 
more fitly to belong to the domain of state indust^. The 
English Post Office and the Pru^ian railways earn’large 
net revenues for tljp States to which' they belong, and the 
currency system may, by the imposition of a seignorage, 
be made to cover its cost, and probably leave a surjslus. 
The answer to‘this difficulty is not h^rd to find. Granting 
the truth of the assertion on whi(?h it rests, the fact remains 
that in many cases the State has to incur cost for the objects 
mentioned. The gains of post offices and railways will be 
noticed in thSir proper place.* Thgre are, however, some 
that have a recurring deficit,^ which has to be met out of 
the funds derived from other sources. We get but one more 
illustration of the difficulty of drawing ‘hard and fast 
lines ’ in social inquiry. What is in one country a cau.se of 
expenditure is in anothera cause of gain as a state industry, 
while in a third it yields revenue through taxation. 

§ 3. State aid to special branches of industry presents 
much greater opening for objections ; but here, too, suitable 
cases present themselves. Among these are;— 

(i) The introduction of new and profitable industries 
In modern times this part of state action has been usually 
carried out by means of protective duties. The so-called 
‘infant industry’ argument is one of the best of the protec¬ 
tionist pleas, and its theoretic force has been recognised by 
most economists, but the question is really a wider one. 
The problem before the statesman amounts to this: How 
far is it expedient, to incur a present loss for a future gain ? 
And on the financial side the balance of theflifferent public 
wants, as also the percentage of the national income ab¬ 
sorbed by the State, are elements to be taken into account 
in the actual solution. In its simplest form, encouragement 
is given by means of bounties on production, or’ premiums 
• 

* Bk. ii. ch. 3; Bk. iv. ch. 8. 

^ E.g, the Indian and Canadian Posts and most of tlie Continental state 
railways. 
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for the establishment^of new industries. A protective duty 
may be regarded as a tax on the consumption of the pro¬ 
tected aj-ticle, with an equivalent bounty to the home pro¬ 
ducer; it Js, therefore, ie reality more ^complicated than a 
simple bounty. This aspect of the matter may be reserved 
for a later stage of our inquiry; 1 but here we have to note 
the'difficulty of escaping corruption and favouritism in the 
application of a policy of encouragement. In an un¬ 
developed industrial system, such aids, if applied with 
wisdom, may afford a beneficial stimulus, as was probably 
the case with some of the measures of medireval sovereigns. 
They, in some degree,-occupy in economic policy the place 
that despotic government holds in political evolution, but 
appear quite unfitted for a progressive system of iqdustrjt.® 
The direct support of special branches of production from 
the public revenue is sure to be a diminishing item of 
charge in modern countries. 

(2) The promotion of inventions, by the inducement of 
state premiums, or even the encouragement of a higher 
standard of excellence in production by the same means, 
has been regarded without disapproval by Adam Smith. 
Their effect is not to disturb the natural distribution of 
employments; besides, as he remarks, their cost is ipsigni- 
ficant.® A good patent law will, however, be the most 
effectual way of facilitating invention.'* 

(3) The periodical holding of exhibitions of industrial 
products under state auspices, and in fact at the State’s 
expense, is now an established custom, though it is prob- 

' Book iv. ch. 7. 

* The fact that the Anglo-Indian Government has adopted a policy of non¬ 
intervention, so far as trade and commerce are concerned, is the more remark¬ 
able, since if ever there were a case where rulers might be supposed to be fitted 
by superior wisdom and insight to direct their subjects, this would be one. 
But cp. Bk. ii. ch. 3, § 3, for the treatment of industry. 

* Wealth of Nations^ 213. o 

* See Quarterly Journal of Economic Oct. 1890, 44-69 (*A Century of 
Patent Law,* by Chauncey Smith), for the effects of the United States patent 
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able that the need of agencies of the ^ird is at present less 
than it formerly was.' • 

Other expedients are: (4) model institutions, such as 
^^J^ricultural schools^ &c.; (5) statg subvention of*raHways 
■' and means of tran^ort for the impr6vement of *the poorer 
districts of a country; (6) outlay on the administration of 
forests and drainage; ij') the support of credit institutions 
and assistance by loans.® , 

§ 4. Finally, we should remai^i that the State may find 
itself called on to act in relation to any economic interest 
of the society that it regulates. There is no strict and 
universally bfhding rule that can iivirk off the area of its 
action. The protest of laissez faire was directed against the 
policy of continual interference. The intervention of the 
public power should, however, be only admitted on clear 
and definite proof of its advantage. The best safeguard 
against excessive state action is to be found in insistence 
on a careful calculation of all the elements entering into 
each ca.se, and more especially of the financial relations that 
it necessitates. 

The actual figures of modern budgets do not indicate 
much danger from the purely economic action of the State. 
Some^exceptional cases occur where the zeal of politicians 
has led them to develop the system of public works beyond 
legitimate limits. Thus the several States of the American 
Union at one time engaged in a reckless policy of internal 
improvements that culminated in the repudiations of 
1840-50.' The plans of the F'rench minister, De Freycinet, 
for railway extension were also arranged on too e.xtensive 
a scale, as their subsequent abandonment proved. The 

* On the economic effects of exhibitions, see Cherhuliez, Prlds de la Science 
^cctnomique^ ii. 31-33; Droz, Essais ^conomiqueSf 454-7. 

* This seems more properly to belong to the sulrject of the * puirlic 
domain,’ as it usually gives a surplus. See Bk. ii. ch. 2, §§ 8, g. 

® The depression in agriculture has led to increased state assistance in most 
European countries. Denmark and WUrtemberg are noticeable instances. 
The Irish ‘ Department of Agriculture ’ and ‘ The Congested Districts Board ’ 
are attempts of a similar kind. 

' H. C Adams, Public Debts, 317-342. 
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public works of Ind;^ have furnished a ground for bitter 
controversjT; but the opponents of the policy have hardly, 
made out their* case» though under the special circum- 
stancts 1)f the country greater moderation might have been 
advisable.* ’ , 

§ 5. We have kept for the last one of the most essential 
parts of state expenditure—that incurred for the main¬ 
tenance of the centra^ organs of the State itself. No matter 
what be the form of government, the head of Ihe State, 
‘the Sovereign,’ in Adam Smith’s phraseology, must be 
supported. Round this personal head are grouped the 
various branches of the executive, and in solne relation to 
it the legislative body also exists. In a so-called constitu¬ 
tional or ‘limited’ monarchy—the prevalent European fortn 
of the 19th century—the head of the State may possess a 
private income, but is far more likely to be paid out of the 
Civil List. The royal or crown lands are generally absorbed 
in the public domain, and in any case they must in strict¬ 
ness be regarded as a portion of public property, set apart' 
from the general funds for a specific public object. This 
application of public revenue is necessary, though it often 
excites an amount of popular irritation that might be more 
advantageously exerted in other directions.® The l^ead of 
the State is frequently called on to discharge ornamental 
functions, requiring a good deal of expenditure, and has, 
moreover, to hold a higher position than the wealthiest of 
his subjects. 

§ 6. A republican State is partly relieved from this ex¬ 
pense; its head, usually elected for a short term, receives 
the salary of minister in monarchical States. There is, 
however, a counterbalancing cost in the expenditure on the 
numerous members of the corporate sovereign.® Nearly 

^ Cp. Fawc^Jtt, Indian Finance, for a vigorous defence, sec Strachey, The 
Finances and Public IVorhs oj /W/a (1869-1881). 

* For the position of the King’s revenues, Bk. ii. ch. 2. Cp. Roscher, 
§§9, 117 ; Wagner, i. 401 sq. 

* A comparison of the cost of the English Monarchy and Parliament with 
that of the United States President and Congress shows that the latter is on the 
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all democratic societies approve of p^ment to legislators, 
jn order to reduce the chances against goor Inen being 
elected. The inevitable result is an increase in the cost of 
the legislative body ;^and when the same principle is*af)^lied 
to subordinate legislatures, a further increase fias to be 
faced. The belief that legislative efficiency is improved 
by reward does not appear well-founded so far as finance 
is concerned. We must remember, however, that historical 
conditions* and particularly the’way in which wealth is 
distributed, have considerable effect in determining the 
wisest course. Thus the English colonies that possess 
responsible government are perhaps .justified in departing 
from the English method of unpaid legislators. At the 
satne time, there is an unquestionable advantage in the 
development of public spirit produced by the English 
system. One point is certain, viz. that the least satisfactory 
method of all is the granting of small payments which do 
not attract the best men, while they discourage those who 
would serve without any salary. The danger of corrup¬ 
tion is brought to its highest in the case of ill-paid 
legislators, who are inclined to supplement their official 
incomes by less honourable means. 

Expenditure on diplomatic agents and ambassadors 
may perhaps be best placed under the present head. 
Such outlay is hard to classify. It might be plausibly 
regarded as incurred for the sake of securing peace, and 
therefore be added to the cost of the military and naval 
services. Or, again, it might be regarded as expenditure 
for economic objects, viz. the promotion of trade, as the 
consular service'undoubtedly is. But on fhe whole the 
diplomatic staff is really representative of the sovereign, 
and is entitled to its present position. 

§ 7. In nearly every civilised country the charge of 

whole more expensive. This curious circumstance is the consequence of the 
non-payment oi the members of the English Houses. Admirers of the American 
system would remark that British peers and M.P.^s obtain indirect rewards that 
are still less to the advantage of their country. 

•» 
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interestbn debt has*to be considered. We shall have, later 
on, to examine more closely the theory of public credit and 
debt, and therefore need only mention it here as an item 
of outlay. ' , 

When dealing with the mechanism of^he financial system, 
we shall find it desirable to distinguish carefully between 
grcras and net revenue, the former being the total receipts, 
the latter the net result, deducting the cost of collection 
and the expenses neceSsary for obtaining the required 
resources. Here we have simply to note these charges as 
one of the parts of public expenditure, and to see how 
large an item they are. In England, the Customs, the 
Inland Revenue, and the Post Office are mainly earning 
departments. The mere mention of these 'establjshmehts 
will suggest the remarkable differences in the relation of 
revenue to cost of collecting or earning it. Savings in this 
respect are as important as those made in connexion with 
outlay on other state functions, but any reduction of 
cost which impairs the efficiency of the fiscal service is as 
imprudent as over-retrenchment in other directions. 

The co.st of collection, or earning, of revenue in the 
leading English departments is given in the annexed 
table. 

Having concluded our examination of the forms of state 
expenditure, we have now to summarise the results, as also 
to develop some points that could not be properly treated 
until the several heads of the public services had been duly 
noticed. There is, however, one_ topic that must be first 
discussed, viz. the distribution of state outlay between the 
central and local powers. 
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TABLE (ooo’s omitted,. 


Customs. Inland Revenue. Post OfPijE. 


Vtar. 

•■s* 

§ 


1 





■ 

1 


£ 

£ 


£ 

£ 


jC 

1 


1876 

>9..89 

1,033 

5'3 

.3.938 

1,673 

► 3-8 

6,790 

5.077 

74' 

1880 

lO.tTo 

973 

5 ' 

47.6^4 

I^IO 

3-8 

7.770 

5.3‘3 

67 • 

1S90 

90,434 

905 

4‘5 

52.990 

».749 

3'3 

n,770 

8.303 

70* 

1001 

96,971 

838 

3 'a 

83.300 

>.995 

2'4 

17,350 

>4.471 

83- 


In 1806 a gross ^venue of ;^58,255,000 cost ;^2,797,ooo to collect, or4‘8per 
:ent., while in 1826 the charge for collecting ^^54,840,000 was ;^4,030,ooo 
f.e. 7'3 per cent. 

In France the tqjal expense of collection for the ten years 1883-92 averaged 
ibout;^i3^X)0,ooo, but of this amount ;^5,ooo,ooo should be charged to the 
Dostal and telegraphic service and nearly ^3,000,000 to the expenses of the 
iobacco monopoly, leaving a balance of ;^5,ooo,ooo for the cost of collecting 
-he direct and indirect taxes.’ The total charge has risen since. It stood at 
^14,600,000 in 1893, and has advanced to /16,100,000 in 1901. 

* Leroy-Beaulieu, i. 267 sq. ; VVagner, iii. 432-4, 607-za 


.CHAPTER VII 


CENTRAL AND LOCAL EXPENDITURE 

§ I. Up to the pregent we have taken no*notice (except 
incidentally) of the division of duties between the central 
and local organs of the State. For the object that we Had 
in view, this mode of treatment was quite legitimate. In 
ofder to bring out the fact that all expenditure by public 
bodies is really one in kind, and that any differences are 
subordinate and secondary, it is advisable to set forth the 
leading forms of that expenditure in a general and compre¬ 
hensive manner. The principles that determine the distri¬ 
bution of public functions between central and local powers, 
or even between federal and state governments, though 
highly important and influential on financial policy^are yet 
immaterial when we are considering the broad grouping 
and effect of' the cost of maintaining those compulsory 
agencies that we place together under the title of ‘ the 
State,’ and the expediency of extending or contracting 
their field of operations. It is, besides, impossible to 
draw a precise and definite line, applicable to all or most 
countries, between general and local expenditure. What 
is retained in one country or period in the hands of the 
central authority is in other places or times delegated to 
subordinate bodies; or, to regard the subject from a 
different aspect, which is in some cases more in accordance 
with historical fact, the older and' smaller groups have 
reserved from the encroachments of the State very different 
amounts of power in different ages and nations. 
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Examples of this diversity in usage are abundant. Th 
transfer of the English prisons from local to centfal manage 
ment has been already mentioned.' The Rider system c 
poor-relief in England was purely ^ocal. The greaf reforr 
of 1834, though it jlid not go the length of makihg the aii 
of the indigent a national charge, yet accepted, and wa 
based on, the recpmmendations of the Poor-law Comgiis 
sion in favour of complete and efficient regulation of Ibca 
administration by a specially formed central board. Thi 
treatment of primary education affords another example 
in England and Wales It is largely under local management 
wljile in Ireland the national school jystem is strictly cen 
tralised. The police systems of the United Kingdom aisc 
show like differences in administration. 

On extending our view to other nations, we find a simila: 
absence of uniformity. The powers of a Swiss Canton o: 
an American State are far greater than those of an Englisl 
County or a French Department. Even limiting the com 
parison to countries with constitutions of the same type 
there is still much variety in the actual division of duties. 

§ 2. Such remarkable differences have arisen from more 
than a single cause, but undoubtedly the most powerful 
reason^is to be found in the peculiar historical condition! 
under which States have been formed and developed.^ Tc 
explain, the diversities in the distribution of public 
duties in France and Germany, we must see how the govern¬ 
ments of those countries have been formed. In no other way 
s a full interpretation possible. The centralised system of 
French administration goes back further than the Revolu- 
;ion of 1789; it Is a product of the absolute'monarchy and 
>f the consequent impossibility of developing local authori- 
;ies.® The greater division of state power in Germany is 


* Su^ra, Bk. i. ch. 4, § 4. 

* ‘ Es ist vor alien Dingen rter Reichthum historischer Veranlas'iungcn und 
listorischer Besonderheiten, welcher dicse Verschiedenheiten crklart.’ Cohn, 
i II5. Cp. Thorold Rogers, Economic Interpretaiion of Historyy ch. 22. 

* Tocqneville, Ancien RJgimOy Livr. ii. ch. 2 (Eng. Trans. 40 sq.). 
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one result of the unhappy conflicts that prevented its attain¬ 
ing to natienal unity*till the present century. In order to 
corhprehend it,* we must know the history of • the Holy 
RomanTimpire, and its many changes. Exactly similar are 
the cases "of Switzerland and the UniteH States ; each is the 
product of special conditions. The nature of American 
sta(;e and local governments is effected by the circumstances 
of the colonial institutions from which they have sprung. 
At all stages of formation this influence is powerful. It is 
due to the particular events of the time that Italy, at almost 
a single step, reached the full unity of France or England, 
while Germany as yet^retains so many traces'of the process 
by which it has been formed. There is nothing of rigorous 
necessity in the course of development; circiynstances that 
may be regarded as accidental have had most e'lfect in 
deciding the result, and there seems, consequently, little 
place for the employment of scientific explanation in so 
purely empirical a matter. 

Historical conditions are, however, often the result of 
deeper forces ; the political destiny of a nation is not alto¬ 
gether at the mercy of events. The physical features of its 
territory, the character and sentiments of its members, go a 
ong way in determining its constitution. We cannot doubt 
that the mountains of Switzerland, and the enthusiasm of 
its citizens for independence, have contributed towards the 
great vitality of its local institutions; but then it is also 
true that circumstances somewhat analogous have not 
hindered Holland from becoming a centralised State. 

§ 3. The most complete recognition of the preponder¬ 
ating influence- of historical and physical agencies in de¬ 
termining the actual division of state duties between the 
central body and the local ones, ought not to prevent us 
from endeavouring—as far as possible—to disentangle from 
the mass of material any ascertainable general principles. 
There seem to be—quite apart from .national peculiarities— 
some tendencies, operative in all societies, which assign 
particular duties to the central agency and place others 
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under local supervision. An examination of the several 
public wants will, we believe, confirm this view, showing that 
some of them can be best satisfied by local management, 
and that others should, in order,to attain the de.sired 
.-object, be supplied through the central organisation of 
the State. 

In making this distribution by reference to general pijn- 
ciples, it is necessary to take into ar*:ount the historical 
influences lhat we have previous^ noticed. They partly 
determine, not only what are, but what .should be general, 
and what should be local tasks. What has been for a 
long time coiflidcd to local admisistration ought not 
without good reason to be transferred to the general 
goriernment, as^ on the other hand, where, from any cause, 
little ha.s be-cn left to local action, the devolution of tasks 
by the central administration should be gradual and 
cautious. 

§ 4. Additional light is thrown on the leading principles 
and present position of the distribution of powers between 
local and central organs, by consideration of the fact that 
two different tendencies have been in operation during the 
course of history. Political evolution is not a direct move¬ 
ment toj/ards a definite goal; it is rather a series of efforts 
following the line of least resistance at any given time. 
Early societies do not exhibit the opposition or distinction 
between central and local powers. All government is local 
either in the tribal system as found in Germany, or in the 
city states of Greece and Italy. War—and its result, con¬ 
quest—is the introducer of centrali.sation. The smaller 
groups are unable to withstand the successful military chief 
and have to submit to his rule. The municipal govern¬ 
ments of the classical age—for such they were in fact— 
passed at last under the dominion of Rome, which gives u.s 
the picture of a vast administrative organisation employing 
local authorities as the instruments of its working. The 
originally autonomous city was ultimately reduced to take 
commands, even as to the smallest details, from the Emperor 
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and his officials.^ Some place for local co-operation was 
allowed urtUer the earlier Empire, and up to the last the 
expenditure of towns was distinct and separate from that 
of the fmperial government* 

MediaeiJal society shows a movement^towards the revival 
of local privileges. In all European countries the cities 
iucf-ecdcd in acquiring a large amount of freedom in dealing 
with their own affairs. In some countries—as Italy—they 
ultimately attained independence, and in all they were 
enabled to apply their resources for purposes of local 
interest One of the principal features of the steadily 
growing consolidation of States in modern times has been 
the reduction in power of the various semi-independent 
bodies within the State.® Provincial liberti/;s have bqpn 
curtailed, and particular immunities, whether of towns^ 
districts, or associations, have had to give way to the rule 
of uniform rights and duties. With great varieties in the 
process in different countries, the same general result has 
been reached by the absor|)tion of all independent political 
forces in the single organ of the State. This point was 
sooner attained in England than in France, and in France 
than in other Continental States, but except where a 
federal system has preserved the authority of one group of 
bodies, it is now accomplished in all civilised societfes. 

The establishment of a controlling and legally omni¬ 
potent government, though it marks an important stage in 
political growth, is nevertheless accompanied by some dis¬ 
advantages. However desirable it may be that the powers 
of a nation should not be weakened by the existence in its 
midst of powerful bodies in a position to frustrate the 
attempts of its rulers to act with vigour and decision in a 
given way, and however much society may suffer from the 
absence of political cohesion, it is not conducive to the 

* The correspondence l)etween Trajan and the younger Pliny instructively 
illustrates this dependence. See Bury, Students Roman Empire^ 440-2. 

* For the division of expenditure between the state treasuries and the towns 
see Humbert, Essai sur Us Finances^ i. 209, 389-401, 411-417. 

* Roscher, § 156 ; also his Aekirbau^ §§ 5 sq. 
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interest of the nation to concentrate all administrative 
authority in a single centre. The gains from cefltralisation 
may be great, but to obviate the evils thaf accompany it 
a wise decentralisation is also requisite. Having seeured 
political unity, it becomes the task of'the statesm'an to so 
distribute the functions of government as to obtain the best 
political and financial results. The earlier historical m<ve- 
ment that has led to combination needs to be supplemented 
and corrected by the rational process of division of duties. 
All modern societies have to see whether their present 
institutions strike the mean in this respect, and if not, how 
they can best attain it. 

§ 5. The relations of the administrative organs become 
mqre complej^as States increase in .size. A small society 
has no fieed of intermediate political forms between the 
lowest unit and the State, but in countries with the area 
and population of the great European powers or the United 
States something more is wanting. Between the ‘ parish ’ 
or ‘ township ’—the' primitive cell ’ of the political organism 
—and the central government there are found one or more 
bodies essentially subordinate to the latter, but of greater 
range and larger resources than the former. Thus France 
has the canton, arrondissement, and department; Prussia 
the district, the circle, and the province; England, the 
union and the county ; the United States, the county and 
the state or ‘ commonwealth ’; and in each nation a different 
class of duties is assigned in proportion to the size and 
importance of the particular body. 

The complexities of local government and finance have 
in some countries been increased by the irregular and almost 
haphazard method of expansion adopted. Instead of fol¬ 
lowing a definite and orderly plan, each special need has 
been met by a special creation. This natural but unfortu¬ 
nate method of procedure is characteristic of English and, 
in some degree, American legislation. Where a new local 
duty has been marked out, a new area with a separate 
board has been formed, ideas of uniformity or co-ordination 
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being almost ostentatiously disregarded. The outcome in 
England hal been, according to Mr. Goschen’s often-quoted 
phrase, ^ a chaos as regards authorities, a chaos as regards 
rates,'and a worse chaos tlian all as regards areas.’^ Some¬ 
thing simflar is the case in a few Amprican States. ‘ In 
many of our commonwealths,’ says Professor Seligman, 
‘ tha'e are separate local taxes for almost every purpose of 
local expenditure. Ip New Jersey, we find no less 
than forty such separate taxes.’^ The reason foPthis con¬ 
fusion is only discoverable by considering the usual concep¬ 
tion of local governing bodies ; they were regarded rather 
as associations for a particular end than as delegations of 
the public power, and it is in fact true that the smaller 
subdivisions do approximate more clo.seIy to private groups 
in proportion as their sphere of action is reduced. The 
generally unsystematic character of English legislation also 
favoured this extreme multiplication of local functions 
arranged on no definite plan. 

Political organisation, developed on perfectly logical 
principles, would offer a decided contrast to the multiplicity 
of arrangements just described. It would be symmetrical 
and convenient to a degree that no country-^not even 
France—can lay claim to at present. In actual political 
life, perfectly adjusted plans of the kind are inapplicable. 
Constructive legislation is hindered by the nature of the 
materials that are at hand. The correct and well-fitted 
plan will not work by reason, first of all, of the varying 
circumstances of different districts. Rural areas are suited 
for a simple kind of local government that would utterly 
fail if applied fb towns or cities. The latter require a more 
elaborate and careful system ; new administrative problems 
are constantly arising; ® their expenditure is sure to be 
much greater, and even if part of it be what is called 

^ Local Taxation^ 190. « 

* Finance Statistics of the American Commonwealths^ 108. 

* The prominence that the question of municipal trading has assumed is a 
good illustration. 
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‘ productive,’ and likely to afford couifterbalanc^ng receipts, 
there is still a greater amount of energy jnd toil required 
in working their finances, and special provisions ar# needed 
in order to guard .against abusas.*^ In many, countries, 
however, backward agricultural districts are often trans¬ 
formed in a few years into scats of manufactures at\,d 
commerce, making alterations in the form of local goJern- 
ment ess^ential.** Some particular hiterests are also so 
important as to need special treatment. The management 
of harbours, river navigation, and drainage, or great public 
works created at the cost of the State, may have to be 
placed under bodies formed to represent the interests 
chiefly concerned, and they must be kept apart from the 
general systeTn, and so far mar its completeness.* 

The necessity for attending to geographical boundaries 
tends to prevent even an appro.ximation to divisions with 
equal areas or population, and special local habits and cus¬ 
toms act in the same direction. But the greatest check in 
this direction arises from constitutional restraints. Perfectly 
unified governments, such as those of France and England, 
are seemingly free from this defect. There is nothing in Eng¬ 
lish law to prevent Parliament from abolishing the division 
into counties and parishes, and substituting ^ new one in its 
place. The whole machinery of municipal admini.stration 
might at the same time be handed over to a central board 
with an official staff.* The federal countries—Germany, 
Switzerland, the United States—are differently situated. 
In their case the power of constitutional legislation is 

* Rules limiting expenditure, and so raising a barrier against aliases, are in 
such cases very useful, and seem to be growing in favour both in the United 
Kingdom and the United Stales. 

^ The number of new towns that have sprung up in England, Germany, and 
above all in America, during the last fifty years, makes this point important. 

“ The Harbour and Dock Boards, very common in England, ’elected under 
special franchises and with power to levy lolls, are a good example. 

* Every one knows that ParHament will do neither of the things mentioned in 
the text, but the limitations on its action are morale not and consist in the 
fear of exciting opposition on the part of the people, and in its own sentiments, 
i,€, they are external and internal. Cp. Dicey, Law of Ik* Constitution^ Lect, ii. 
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distributed^ in a moje complex manner, with the intention 
and result of checking its frequent exercise. Such ‘ rigid ’ 
constjtKtions—as they have been happily called—give a 
permanerice to particula;.' local divisions that prevents the 
powers of admini-stration being divided'In accordance with 
theoretical conceptions. A Swiss Canton or American 
Stafte holds a legal position essentially different from that 
of a County or Depaitment. It is prior in order„of time to 
the central government, towards whose creation it may be 
said to have contributed, and if is entitled to object to 
measures affecting its existence.^ Whatever be the reasons 
in favour of this system—and we need not undervalue them 
—it is a fatal barrier to orderly and proportionate distribu¬ 
tion of functions. Delaware and Rhode ISland,, insigni¬ 
ficant both in population and area, hold the same place as 
the great States of New York, Penn.sylvania, and Texas; 
Bern, with more than half a million of people, is only 
equal to Uri, with less than one-thirtieth of that number. 

Difficulties of the kind just noticed are not in reality so 
serious as they at first appear. To begin with, the intract¬ 
ableness is found in one only of the minor groups or sub¬ 
divisions ; the others can be easily adjusted. Cohgress 
cannot, indeed, redistribute the areas of New York and 
New Jersey without the consent of both of tho.se States, 
but either State can rearrange its counties and municipali¬ 
ties as it pleases ; the important cities of New York and 
Brooklyn have been consolidated into greater New York by 
the legislature of the State. Therefore, within each State 
a reorganisation of local government is possible. Again, 
by taking extreme cases an unfair impression is produced. 
The average State or Canton (say Wisconsin or Freiburg) 
is a convenient body to interpose between the national 
government and the smaller local groups. There is, 

* * No new State shall be formed or erected within the jurisdiction of any 
other State, nor any State be formed by the jun 1 :tion of two or more States or 
p^ts of States, without the consent of the legislatures of the States concerned 
as well as of the Congress/ Constitution of U.S.y Art. iv. section 3. Cp. 
Art. 78 of the German Constitution for an analogous provision. 
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besides, a tendency towards adjustme*t between the habits 
of a people and its indigenous institutions.^ The Americans 
and Swiss have by usage become fitted for their particular 
systems, which thyefore work with greater ease. * The 
distribution of the several German States is more irregular, 
and illustrates, as noticed before, the powerful influence of 
historical conditions. The principal anomaly is due tij the 
preponderance of Prussia, compared with the very small 
States that form part of the eifipire. The internal local 
government of Prussia is, however, based on a well-propor¬ 
tioned system.^ ’ 

§ 6. Applying our results to the* financial question of 
expenditure, and its proper division, we commence with the 
central,govertiment. Its claims to disburse the larger part 
of the total public revenue are unquestionably strong. It 
is the representative of the nation. Other bodies exist 
under it, and to relieve it of undue toil, but ‘ the State,’ in 
the popular sense of the term, is prima facie the agent in 
charge of all public duties. It is at once clear that all 
general interests ought to belong to its province. What 
concerns the whole community may indeed, for other valid 
reasons, be delegated to localities, but the fact that a public 
function concerns all is a weighty reason for entrusting it 
to the central government. A smaller body, no matter 
how liberal its constitution may be, cannot take the same 
ground. Even an absolute ruler is more likely to regard 
the welfare of the whole society than the representative 
assembly of one part of the nation’s territory, while the 
highest security for due attention is obtained by the repre¬ 
sentation of all districts in a national legislature. This 
attitude of the central government is partly the consequence 
of the wider view that it is almost compelled to take, but it 
is also partly due to the higher intelligence and skill that 
it has at its disposal. For tasks in which these elements are 
• 

' See the instructive articles on ' Local Government in Prussia,’ by Pro- 
feKor Goodnow, Pol. Science Quarterly^ iv. 648-666, and v, 124-158; and 
the same writer’s Administrative l.aw, Bk. iii. ch. 7. 



120 


PUBLIC FINANCE 


BOOK. I 


of importance, the superiority of the central administration 
is general Ip'apparent. A third circumstance in many cases 
favours the centralisation of certain classes of state duties 
—th6se namely in wljich unity and co-ordination are 
required. Though division of laboqr is beneficial, its 
combination is no less so, and public duties that need 
combination will naturally be placed under a single control. 
It would be too mugfi to assert that these conditions have 
completely determined the actual sphere of the national 
government in modern countries; it would be a gross 
exaggeration to say that they have done so consciously. 
There is, however, much truth in the doctrine that the 
actual forces which they describe have generally had a 
powerful effect. 

The sphere of local agencies in directing expenditure 
can be indicated by reference to conditions strongly con¬ 
trasting with those just described, which make it expedient 
to call into play the administrative energies of the smaller 
territorial bodies. As the central power guards the general 
interest, so do the representatives of localities best attend 
to their particular interests. ‘ That people manage their 
own affairs best’ is not universally true,but it has sufficient 
truth to justify the entrusting of local matters .to the 
several localities affected. A second case in which local is 
superior to central .administration occurs wherever minute 
supervision is required. Central authorities, though pos¬ 
sessed of superior skill and intelligence, often fail through 
the difficulty of regulating from a distance operations that 
need unfailing attention and watchfulness. It is to this 
circumstance tnat we must attribute the almost universal 
devolution of the smaller parts of economic administration, 
as it is to it that we probably owe the origin of the attempts 
at decentralisation on the part of the general government. 
Finally, it is expedient to place the charge of public duties 
in the hands of the smaller bodies^ when diversity rather 
than unity is needed. Some of the forms of state action 
are not suitable for being conducted on a uniform pattern. 
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Special conditions and habits hav% to be taken into 
^•account, so that the very tendency to adopt different 
methods becomes a benefit instead of an injury, ^e thus 
re.ach the result, that if attentiorv to the general welfare, 
the command of higher intelligence and skill, and the power 
of unity in action are advantages possessed by the central 
government, regard to local interests, attention to details, 
and possibilities of judicious variety i^i practice will be best 
secured by local management. * 

Like conditions help to determine the functions of the 
intermediate public organs. A county administration has 
'the same superiority over a jrarochiai one that the national 
one has over it, and it is inferior in the same respects. An 
Atneriwn State holds a .similar position in re.spect to the 
smaller local divisions. Its sphere of action has to be 
limited in both directions by reference to the general prin¬ 
ciples already noticed. When we come to such important 
divisions as the State of New York or the admini.strative 
county of London, restrictions on their functions are 
dictated rather by considerations of national unity than 
by defects of organisation. The position of the larger 
German States—Baden and Saxony, and still more Bavaria 
and Wairtemberg—in the distribution of power can hardly 
be settled by reference to principle. It will rather depend 
on a compromise between their claims to complete self 
government and the need for greater unity of the empire. 

§ 7. Taking up in order the different forms of public 
expenditure, we find it easy to understand the reasons for 
making the military and naval forces a national charge 
Security is the greatest general interest of a society ; the 
appliances and organisation necessary for successful defence 
tax severely the highest powers of human intelligence; and 
unity of management is of great advantage in warfare. 
Consequently the cost of war and preparation for it always 
comes from the natioital budget. Germany and Switzer¬ 
land still preserve some traces of the older independence of 
their component parts, but the German forces are in fact 
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completely under intperial control, and their cost is defrayed 
from imperial (unds.*- One of the most decisive marks of 
union between hitherto independent States is the formation 
of a comjnon army. « , 

The cost of J ustice also seems most iitly to belong to the 
^general expenditure. It figures in all national budgets, but 
soijie of the charge may be thrown on localities. In a 
Federal State the subordinate courts are usually reserved 
by the separate units, but the Judiciary of the union be¬ 
comes a general charge. The reason of this division is 
plainly historical, and as there is no pressing necessity for 
complete unity in the judicial organisation, tt is allowed to 
continue. The importance of distinguishing between federal 
and state law is a further ground for separating th^ cenfral 
and local courts. Uniformity in law and in its administra¬ 
tion is such a benefit to a society that, unless under special 
circumstances, it is advisable to place it in the hands of the 
national government. Efficiency, too, is increased by re¬ 
moving the judges from the distracting influence of local 
feeling that is sure to affect them when they are appointed 
and paid by the district in which they act. 

Police, and the treatment of criminals, cannot be definitely 
assigned to either department. On the one hand, k is cer¬ 
tainly advantageous to have these matters arranged on 
general principles. All members of the nation are interested 
in the preservation of Internal order in every part of their 
country. No district should be allowed so to relax its 
prison administration as to offer inducements to a criminal 
class to congregate within it; “ but on the other hand, the 

^ Bavaria and WUrtemberg are the only States that keep an appearance of 
independence, but in war the allegiance of the Bavarian troops is due to the 
Emperor, and her contribution towards expenses is compulsory. In Switzerland, 
though part of the forces are cantonal, the first claim on their services belongs 
to the Federal Government, and the principal outlay is by it. In 1876 it was 
about six-sevenths of the whole. 

® ‘ It would not be a matter personally indifferent to the rest of the country 
if any part of it became a nest of robbers or a focus of demoralisation, owing 
to the maladministration of its police ; or if, through the bad regulations of its 
gaol, the punishment which the courts of justice intended to inflict on the 
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benefits in closer supervision and greater economy when 

■ the duty is entrusted to localities are a considerable set-off; 

besides, the principal interest of good order is four^ in the 
case of those resident in the district.^ A practical solution 
is generally discovered in a division of the duties, combined 
with regulations as to the distribution of the burdens in\- 
posed. J 

Administrative duties have also been divided, and though, 
in most countries, no attempt ha*s been made to settle the 
partition on intelligible principles, usually in conformity 
to the guidin|; conditions indicated above. Where wide 
general interests, requiring a high*degree of skill from 
those who control them, are involved, the central govcrn- 
mVht Uas be^n the acting body. In smaller and more 
detailed matters the local governments have undertaken 
the task. 

The relief of distress was primarily a local duty. During 
the development of the English Poor Law, previous to 1834, 
the whole system of management was left to the small unit 
of the parish, and though this arrangement led to much 
irregularity, it afforded examples of the best method of 
administration, which were utilised by the reformed system.' 
Local administration and charge do, however, give rise 
to difficulties; in particular the question of the domicile or 

■ settlement ’ of those relieved becomes a constant subject 
of dispute. ‘ The birthplace and dwelling ot the foremost 
peer,’ says Mr. McNeil-Caird, ‘ the birthplace and dwelling 
of Newton, Shakespeare, Milton, or Burns were never 
investigated with half the eagerness, or a tqpth of the ex¬ 
pense, that is freely spent as to the birth and residence 
of a pauper.’^ The injustices attending the distribution 
of the cost are always perplexing, but local direction and 

cnoamals confined therein (who might have come from, or committed their 
offences in, any other district) might be doubled in intensity, or lowered to 
practical immunity.* J. S. Mill, Represmtative Government^ n6. 

' See Report of th 5 Commission of 1832, 232-260. 

^ Local Government and Taxation, Cobden Club Essays {3rd Series, 1875}, 
i 43 > 
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management under, central regulation presents, on the 
whole, the*^ least objectionable method. 

In ^lealing with education, it is at once obvious that 
elementary teaching has a closer {elation to separate 
localities, resembling, in this respect, p(»or-relicf. Particular 
circumstances so far affect it that there is reason for making 
"it,’at least in part, a local charge; but it is also a general 
interest affecting the well-being of the whole society, and 
requiring for its proper Working a great amount of trained 
intelligence, which can be best supplied by the central 
government. The higher grades of education do not admit 
of the same degree of localisation. Universities in especial 
bear a distinctly national character, and are therefore, so far 
as they receive public aid, rightly a national dharge Other 
appliances for instruction and the promotion of culture are 
provided both from general and local sources, though it is 
hard to determine what should be the exact position of 
each in the matter. 

Wherever the support of religion is a public function, 
it is met from the national budget, or at least by national 
endowments, the cases where local bodies pay for religious 
services being simply compensation for work done, as in the 
case of union chaplains, &c. 

The principle of general or particular interest explains 
the division of the economic duties of the State. What 
affects the whole society is done by the central govern¬ 
ment ; what is specially needed by a locality or minor 
division is usually done by it. Here, however, there are 
exceptions. Works too extensive for the resources of a 
district are undertaken by the central administration, or 
aid is given to the subordinate authorities that direct and 
manage them. In this department of expenditure the 
smaller bodies are more likely to become embarrassed 
than is the central state authority. Their available funds 
are not of such vast extent, and change more speedily in 
amount owing to their limited area. Local administration, 
besides, in reference to public works is more liable to suffer 
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from the private interests that affect all public ceremony.' 
The modern credit system, however, affords facilities for 
expenditure based on a pledge of the jfroperty of the 
district that will not be felt at once, but will prove'a con¬ 
tinuous charge. It,*s in respect o*f this so-called ‘repro¬ 
ductive’ outlay that the difficulties of local finance are at 
present most serious. ^ • 

Finally, with regard to what we have called constitutional 
expenditufe, the boundary line is4:lain and simple. Each 
part generally pays for its own outlay. Members of the 
central executive and legislature are paid from the central 
budget. The ©fficials and subordinate legislators of states, 
cantons, or municipalities are paid from the budget with 
whi^h they aje connected. As an exception, the charge 
of all efections is sometimes a local one, but it is so on the 
ground that it is really a local interest. 

§ 8. It thus appears that on a broad view, and with full 
allowance for the influence of previous history and special 
circumstances in each case, there is a tendency to dis¬ 
tribute functions, and therefore expenditure, in accordance 
with the principles that we have seen in operation. Some 
additional reasons for particular forms of distribution may 
be note^ here: they are really e.xpansions of those already 
pointed out. 

First, particular duties are often given to, or withheld 
from, local bodies on the ground that they are well or 
ill suited, as the case may be, to bring the cost of the 
service home to those who benefit by it. This, however, is 
merely an application of the principle that particular in¬ 
terests belong to those concerned in them,^nd a further 
reason for that policy. The division of control over outlay, 
so as to secure justice in the apportionment of the burden, 
can be realised in another way, viz. by a readjustment of 
receipts between the central and local governments. A 
further ground for limiting local duties is sometimes found 
in the existing division of general and local taxation. 

' Bk. i. ch. I,; 2. 
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Where^ as in some countries, local revenues are rigidly 
restricted fai amount, it is evidently impossible to place 
duties involving' much extra cost on them. Here, too, the 
true ^jiplanation is found in the narrowness of the local 
interest tliat has led to the limitation *o^n its taxing power, 
and it can be remedied, either by removing the restraint, or, 
as in recent English legislation, by a transfer of part of 
the 'general revenue. By dexterous use of the latter method 
it is possible to combine the great aim in expenditure—the 
maximum return for outlay Avith that in the collection of 
revenue—a just distribution of burdens.^ 

§ 9. Some further characteristics of local finance in rela¬ 
tion to expenditure require attention. We have seen the 
classes of duties that local bodies deal with, ^nd that t|>.ey 
are mainly of an economic cha’racter, at least in so far 
that advantage and cost can be somewhat definitely mea¬ 
sured. This feature suggests, as we saw, a comparison 
with private economic associations ; and though the resem¬ 
blance is closest in the industrial domain,^ it also appears 
with regard to expenditure. There is, however, one essen¬ 
tial difference. The private company is formed on a volun¬ 
tary basis. No one is compelled to enter it against his will; 
a local governmental body has compulsory powers, and 
is therefore more particularly in need of being kept within 
bounds in its action, and of being compelled to act when 
circumstances require it. Some of the duties in its charge 
are general state tasks, delegated for motives of convenience. 
These it cannot be allowed to neglect. Otherwise pro¬ 
visions for poor relief, education, or police of the highest 
value might bd rendered utterly useless by hostility on the 
part of the local administrators. In other cases, where the 
task is of purely local interest, as e.g. water-supply, a 
minority of the inhabitants may suffer from the ignorance 
or carelessness of the majority, when also there is ground 
for interference by the central pouter. Such cases make 

* Cp. Bk. iii, ch. 6, § 7. 

* Aa in the cue of municipal gas or water works; Bk. ii. ch. 3. 



CHAP, vii CENTRAL AND LOC 4 ,L EXPENDITURE^ \vt* 

• 

supervision and regulation of the various divisions a neces¬ 
sity of good government. To insist on the discharge of 
certain functions, to prevent an undue extension of others, 
and, finally, to protect the interests of individuals ttg^inst 
encroachments by loCal authorities,*becomes an important 
state work.'' An organisation connecting the local and 
central bodies is needed, and has been developed in most, 
countries. The English Poor Law Board—becoming h-rter 
on the Loeal Government Board-^is a*good example. So 
are the many Commissions in the American States ; while 
similar results are attained in another way by the bureau¬ 
cratic -systems.of France, Germany, and Italy. The need 
of securing due discharge of duties impo.sed, avoidance of 
exjj^ses in directions not allowed by law, and moderation 
in the^ercise of expenditure, even on lawful objects, has 
brought about a system that shows in the clearest way how 
all expenditure, local as well as general, is really one, and has 
to be combined in order to judge correctly of the pressure 
of the State and its organisation on the national resources- 
The value of this conception of the unity of state .services 
in helping to form a more accurate idea of the amount of 
public expenditure will be better realised by reference to 
the following table:— 


TABLE (ooo’s omitted). 
Expenditure. 


Country, 

Central. 

Local. 

Total. 

Percentage of total 
expenditure by 
Local Government. 

P 


£ 

£ 

£ 


France (1899). 

143.576 

44,720 

188, 296 

237’ 

Italy (1^7-8) . 

67,0x9 

^i.oSS 

9 !i .776 

31 ’3 

United Kingdom (1898-9) 

108,150 

79,300 

Iii 7,450 

42 3 

United States (1890). 

70.443 

112,747 

1X3,190 

61-5 


* Roscher classifies duties of*local Iwdies as (<7) State, (^) compulsory local, 
and (f) optional local. § 157. Cp. Wagner, i. 96 Sf|. 

* The local expenditure is somewhat underrated owing to defective 
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NOTE. 

Some writers on finance have included in their discussions an examination 
of the finai^ce of * Slate Confederations ’ {StaatenbUtuie) and also of Colonies,* 
but neither se-'ins entitled to a uistinct place. Th*e is a decided difference 
between a federal State and a confederation of a groi/p of States. The former 
is a true political unit, and one of the points of unity is financial; the latter 
cAn ^e resolved into its component j)arts, each with a separate financial 
system. Tlie resources of a confederacy are always derivative, and are obtained 
from the separate States. Kie old German Bund (1815-1866) may be con¬ 
trasted with the existing German Empire as effectively illustrating this essential 
distinction. 

But though in general the line of division is a clear one, some difficulty 
occurs--as is so often the case in political and social inquiries—in respect to 
societies in a transitional condition. The American Confederation in the 
period 1776 -89, and the Swiss Confederation, 1816-1848, may be taken as 
examples. In such instances we find a new financial organisation in course of 
development, the older bodies being gradually merged in a new larger 
whole. The best inelliod of treatment is to start from the consideration of the 
separate parts and show how they become effectively combined in the natural* 
course of events. 

The financial position of such a composite State as Austria-Hungary is 
another difficult (picstion ; hut here, again, the parts take precedence of the 
combination, whicli is strictly dependent for its revenue on the contributions 
of its components. The revenue of Austria-Hungary is formed from expendi¬ 
ture by Austria or Ilung.ary. A further consideration to he borne in mind is 
the determination of the amount of contribution on the basis of treaty or con¬ 
tract, which will presumably he calculated in proportion to the benefit received 
by each portion. The whole arrangement is therefore one of international 
rather than public law. 

Like considerations are applicable to Colonial finance. It is perfectly cor¬ 
rect to combine the central and local finance of the United Kingdom into a 
single whole. A similar attempt with the British, Canadian, and Indian 


returns. According to the American Census of 1890, the distribution of 
expenditure amongst the different authorities was as follows :— 


NationKl Government 
Stales and Territories 

Counties . 

Municipalities . 

Public Schools. 


$ 

352,218,614 

77 , 105 . 9 ” 

114,575,401 

232,988,592 

139.065.537 


County and 'municipal expenditure is partly estimated. 

The Census Report of 1900 in its full form is not yet available. 

* Stein, i. 64, 76-81. Wagner, i. 79, includes the first, but not the second 
kind of Colonial finance. For the latest treatment on the subject, see Flora, 
Finante degli Stati Cofnposti. 
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6nancial systems would be absurd.^ The conditions of unity do not exist. 
The very conception of a financial system depends on the ex^tence of the 
single State which has created it. Any departure from tl^s fundamental prin* 
ciple must produce confusion. 


^ A good illustration isu supplied by the Australian Colonies. Previous to 
1901, Victoria and New South Wales were quite separate, and their financial 
systems could not be scientifically combined. Now they are parts of thc^ 
Commonwealth of Australia, though it will be some time before the fina^ial 
arrangements are duly adjusted. A confederation^f the British Empire may 
afford anothet example on a grander scale. • 


CHAPTER VIII 


SOME GENERAL QUESTIONS OF EXPENDITURE 

§ I. State outlay, like that of the individual, may be 
distinguished into normal or ‘ordinary,’ and abnornja’'or 
‘ extraordinary.’ These terms almost explain theniselves, 
but may be thus contrasted. Normal expenditure is that 
which recurs at stated periods and in a regular manner; it 
is accordingly capable of being estimated and provided for. 
Extraordinary expenditure has to be made at indefinite 
times and for uncertain amounts, and it cannot be reckoned 
for with any approach to accuracy. The distinction is not 
always applied in the same way,^ and indeed the boundary 
line is not to be quite sharply drawn. Most heads of outlay 
vary from time to time, and any increase may so far be 
regarded as extraordinary, the ‘ordinary’ charges being 
those that, like the English Civil List, are fixed for a long 
term. In practice, however, very close estimates can be 
made of probable expenditure, small increases in some 
directions being compensated by savings in others.^ To use 
the distinction to the best advantage, we shall confine it to 
marking the difference between the usual expenditure and 
unanticipated extra demands, arising' in most cases from 
fresh calls on the State. We should describe the usual 

' For the different uses, see Wagner, i. 135 sq. ; Cohn, §§ 157-9. 

*■* The English budget estimate of expenditu.efor 1889-90 was .^85,967,000 ; 
the expenditure for that year was .^86,083,000; an error of less than one-seventh 
per cent. Supplementary estimates are, of course, excluded. 
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annual expenditure on military and naa'al forces, the cost of 
justice and education, as normal or ‘ ordinary.’ Yhe cost of 
a war, or expenditure for the relief of distress in ajsudden 
emergency, is, on thj other hand, p^inly ‘ extraordinary ’ or 
abnormal. No French financier could have foreseen the 
burdens that the Franco-German war of 1870-1 would 
impose on his country ; nor, though the probabilit)J of 
disturbance was recognised in the United States for some 
years befo*re the Civil War, could’there be any calculation 
of its expense.* Even after the outbreak of a war the 
difficulty of forecasting expenditure is very great. The 
first estimate Cy the Chancellor of the Exchequer for the 
expense of the South African War was 10,000,000, part 
of^^jych would, he held, be recovered. Eighteen months’ 
later, he announced that the cost incurred up to that date 
reached ;£ 150,000,000. In like manner it is not open to 
the English Government to provide beforehand for Irish 
distress, or for Indian administrators to say whether their 
finances will be disturbed by famine. War and—in back¬ 
ward countries—distress approaching to famine are events 
that do recur, and though it is not possible to forecast their 
effects on public expenditure for short periods, they ought to 
be taken into account in the general financial scheme. The 
famine fund of the Indian Government was a recognition of 
the correctness of this principle, and though the cost of war 
does not admit of the same mode of treatment, it is sound 
policy to reduce liabilities in time of peace, so as to secure 
some relief in the extraordinary charge in the time of war.^ 

It thus appears that, by taking a sufficiently lengthy 
period into consideration, the separation between normal 

^ The direct cost of the war of 1870-1 to France has been estimated at 
;^234,ooo,ooo. Giffen, Essays in Finance (ist Series), 1-55. That of the 
American Civil War at ;^I,800,000,000. Wells in Cobden C/ub Essays {2nd 
Series), 488. Mr. Bolles gives 238,000,000 as actually paid out up to 
1879. Financial History of U-S.^ 241 sq. 

* * The amount of revenue r^sed in time of peace ought to be greater than 
the expenses for a peace establishment, and the overplus applied to the discharge 
of debts contracted in former wars.* Hamilton, National Debtf 7 ; see Bk. v. 
ch. 7,1 4. 
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and abnormal outlay may be so attenuated as almost to 
disappear/ The conception is a vague one. ‘ It indicates,’ 
as Cohn remarks, ‘an undeveloped stage of economic 
thought,’' to be replace^l by the more,careful estimation of 
the future. State economy expands /both in bulk and 
duration. The expenditure of e.g. England under the 
Tirdors was likely to show ‘extraordinary,’ i.e. unusual, 
elements in matters, that are at present well within the 
prevision of the Chancellbr of the Exchequer. When the 
outlay is measured by thousands, a variation in hundreds is 
serious ; but when it reaches millions, changes of thousands 
are trifling, besides bemg balanced through Savings in some 
other parts of expenditure. There is also in modern States' 
a greater facility for foreseeing and, so to sayp’ discwj^.'.g’ 
the future. The refined financial mechanism by which 
public borrowing is carried out enables ‘ extraordinary ’ 
expenditure for a short period to be transformed into 
‘ ordinary ’ expenditure for a long one. 

Still, the development just noted does not remove com¬ 
pletely the dividing-line between the two classes of ex¬ 
penditure. We shall find later on ^ that both on financial 
and political grounds it is eminently desirable to have the 
estimates and results of national finance set forth fully and 
in unity at short intervals, usually in practice annually. But 
during such a period it must sometimes happen that the 
amount to be paid out of the National Exchequer will be 
much above the average, and it follows as a matter of course 
that the expenditure is then ‘abnormal.’ What modern 
finance can accomplish is to secure a more even distribution 
of the pressure. 

Another point for consideration is found in the fact that 
what is at first extraordinary may soon become ordinary 
expenditure. At the outbreak of war the cost of the army 
and fleet will be greatly increased, giving rise to abnormal 
outlay, but after a time, say after tke first year, a probable 
estimate of the expenses to be incurred in the prosecution 
1 § 157. • Infra^ Bk. vi. ch. 3. 
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of the war will not be so difficult. Ti»e financial history of 
England affords several illustrations. During ftie century 
and a quarter from 1688 to 1815 there were the following 
war periods: 1688-^697,1702-171J, 1718-1721, 1^39-1748, 
1756-1763, 1776-^783, 1793-1802,’1803-1815. At the 
commencement of each period expenditure was greatly 
increased, but when the state of hostility became a settled 
one, it was [possible for, and thcrefote incumbent on, the 
Minister in charge of the finances to present the outlay on 
war as part of the ordinary expenditure. Under such con¬ 
ditions the charge for war became the normal charge of 
an abnormal fieriod. 

Abnormal expenditure also frequently occurs in a somc- 
wfis^^fferent way, as in the case of durable public works 
or other improvements. It may be a part of state policy 
to erect extensive public buildings; to carry out a system 
of fortifications, of railroads, or canals ; to drain and plant 
waste lands; to promote colonisation, or to develop an in¬ 
dustry that requires the aid of fixed capital. Innumerable 
examples of such forms of expenditure are found in con¬ 
nexion with local government: the acquisition of the in¬ 
dustries engaged in siqiplying large towns with water and 
light will at once occur. Outlay of this kind is, in mercantile 
phraseology, ‘ chargeable to capital, not to revenue,’ and is 
clearly abnormal. The method almost invariably adopted 
is to meet the abnormal outlay by an abnormal receipt, viz. 
borrowing ; or, to put the point in another way, to turn the 
extraordinary expense of a given year into the ordinary 
one of interest on debt.' 

Much ingenious argument has been advmiced in favour 
of borrowing for all such extraordinary expenditure, on the 
ground that it is in substance a creation or investment of 
capital, which is an asset to be placed against the new 

' The theory of public (lebt| and borrowing is treated in Bk. v. chs. 5, 8. In 
local finance we shall see that borrowing is in such cases the only course open, 
as otherwise the funds could not be obtained, owing to the restraints on local 
taxing powers. 
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liability.' The planpibility of this doctrine in its extreme 
form arise^ from failing to notice the different effects that 
may follow from different forms of state expenditure. 

§ 2 . For understanding the point ^it is necessary to 
separate state outlay ‘into ‘ productive ’ and ‘ unproductive, 
using these terms in the sense given to them by Adam 
Smith.® The former does, in fact, secure a return in the 
shape of material gjods possessing value, and it may be 
said that expenditure off this kind is admissible even by 
the aid of loans. The general category of productive ex¬ 
penditure will, however, be found to need further analysis. 
It is not at all difficult for the central and* local govern¬ 
ments to expend a great deal in obtaining articles that 
possess value but yet will not yield revenue. ‘For instj^te. 
the many buildings existing in the United Kingdom for 
the meetings of legislative bodies, sovereign and subordinate 
—from the Houses of Parliament down to the smallest town- 
hall—are certainly embodiments of value, but do not, except 
in very rare cases, bring in a return. They are ‘ consumers’ 
capital,’ and their cost must be supplied from other sources. 
In contrast to the foregoing are those forms of wealth that 
return a revenue by their use as ‘producers’ capital.’ 
Municipal gas and water works belong to this class y so do 
the Continental state railways. The policy of expenditure 
on such works is plainly to be judged, partly at least, as a 
question of investment. Public bodies may succeed in realis¬ 
ing good value for their outlay. It is perhaps on the whole 
best to divide expenditure into ‘economic ’ and ‘non-econo- 
mic ’ rather than into productive and non-productive; outlay 
for the purpose of securing future revenue being economic, 
while that which will not have this result is non-economic.® 
The expediency of economic outlay is really a question 

• See on this point Bk. v. oh. 5. C. Dietrel appears to be the originator of 
the theory. He is followed by Stein and partly by Wagner. 

• fVealih of Nations^ Bk. ii. ch. 3. ,, 

• The term * productive * has received such hard treatment, and is so closely 
connected with the idea of material wealthy that it seems, on the whole, better 
to use a more distinctive term. 
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closely connected with the formation state property and 
the (so-called) private revenue, aiid has to be treJlted under 
that head.* Non-economic outlay include? the procuring 
of material goods that are not productive capital, as well as 
the cost of those public services that take no* tangible 
form. It may be, and often is, more necessary than pure 
economic expenditure, but it cannot be regarded ag * 
creation of capital. National security and honpur, Ihe 
promotion of culture and educalfion, may be better than 
wealth, but they are not wealth, and their cost is so far a 
deduction from the stock or accumulated wealth of the 
society. The}? belong to consumption, not to production, 
and the outlay on them has to be limited by economic 
cOH uJIer ationa, Thus this case is closely parallel to that 
of the individual, whose expenses, for enjoyment, general 
education, &c., reduce his economic resources, and have to 
be limited by the amount of his income. 

Some expenditure, both of individuals and of public 
bodies, may prove to be indirectly productive. What a 
person spends on recreation may so improve his health, 
both physical and mental, as to make his labour more 
efficient. The State may likewise, by its maintenance of a 
powerftil army and navy, or an active police, increase the 
production of wealth, and in practice all public expenditure 
has this amongst other aims in view.* 

§ 3. Though public and private expenditure have so many 
points of resemblance, there is one very important difference. 
The individual’s income is formed by the returns on his 
property and the reward of his exertions. Public income 
or revenue is to some extent composed df similar con¬ 
stituents, but in modern times it is mainly derived from 
contributions levied compulsorily on the members of the 
society: that is to say, state income or revenue is derivative, 
and is dependent on national income ; local public revenue 
is in like manner derived from the revenue of the com¬ 
munity in its locality. 

* Bk. iL ch. 3. 


'Supra, Bk. i. ch. 6, § I. 
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This connexion public and national revenue has been 
recognisecf from the earliest days of finance : it is to it that 
we owe in great measure the commercial policy of Eurojre 
in ttte sixteenth and seventeenth cenjuries. The Physio¬ 
crats also accepted it, as Quesn'ay’s fam*us maxim 'pauvres 
paysans,pauvre royaume ; pauvre royaume,pauvre shows. 
It is an essential doctrine of modern theory, though there 
is not perfect agree/nent on the question whether it is 
on ‘net’ or ‘gross’ national revenue that state income 
depends.' There can be no doubt that a small nation, 
with little accumulated wealth, cannot adopt the same scale 
of outlay as a largec and wealthier one, <ahd one of the 
rules of good finance is to observe moderation in the 
demands of the State on its citizens. Beyond this^g@<<?i-al 
precept no definite result has been reached. Some writers 
have suggested a percentage limit for state outlay. Justi 
regards i6 per cent, as the average, 25 per cent, as exces¬ 
sive. Hock states 15 percent, as the upper limit. Leroy- 
Beaulieu, who confines his discussion to the amount of 
taxation, arranges the charge on national income for state 
ends in grades; 5 per cent, he thinks light, between 5 and 
10 per cent, moderate, over the latter figure heavy, and 
when 15 to 16 per cent, is reached it is almost impossible to 
increa.sc it.^ Any attempt to settle once for all the proper 
proportion of public expenditure to national income is 
necessarily vitiated by the different elements to be taken 
into account; such as (i) the purpose of the outlay ; if it has 
an economic end a larger amount may be taken, since it is 
expected to yield a direct return, and even if not for eco¬ 
nomic ends, ncl decision can be made until the urgency of 
the want is known. A nation engaged in a conflict perhaps 
involving its national existence is justified in expenditure 
that would in ordinary times be imprudent. (2) The amount 

r Schaflle and Schmollet have both suggested that ‘ net income ’ is not the 
only source of public revenue. Cp. Bk. iii. ch. 2, §§ 6, 7. 

• Forjustisce Roscher, CufMiVA/c, 463. See also Hock, 35. Leroy-Beaulieu, 
i. 127 sq-, esp. 133. 
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of the national income is also a factor to be considered. 
Expenditure requiring 10 per cent, of the annuar income of 
India would be much more burdensome than if 30 per cent, 
were to be required yi England or^he United States.’ (3) 
The distribution and ihc forms of wealth, though less in 
importance, have some effect on spending [)ovver. The 
bounds of outlay in any given case can only be ascertaijeef 
by trial, though it is plain that the agiA'cment of the writers 
referred to above supports the bblief that 15 per cent, of 
the national income is too large an amount to ap|)ro|jriate 
for state objects, unle.ss in very exceptional casc.s. 

_§ 4. Other fnethods of measuring -the proper amount of 
.state expenditure arc still more doubtful. We might take 
th?'j^^jj)ortio« to area as a guide, were it not for the fact 
that the extreme differences in the value of land in different 
countries, as also the var) ing proportions that other forms 
of wealth bear to laml, make this test fallacious. The 
amount of accumulated wealth, ns estimated in modern 
statistical inquiries,' might be used, but we .shall find that 
income (not property) is the fund out of which in ordinary 
cases expenditure has to be met, and the relation of income 
to property varies. A very commonly used inde.x is the 
charge«per head of popidation, though for this pur|)osc it is 
far inferior even to the amount of property. An attempt 
to measure the comparative pressure caused by expenditure 
in India and in the Australasian Colonics, based on taking 
the charge per head, would give the astonishing result that 
it was about nineteen-fold heavier in the latter.® 

Such considerations lead to the belief—which indeed 
ought to be obvious—that there is no mechanical mode of 
judging the sufficiency or the legitimacy of public ex¬ 
penditure, a belief that is strengthened by remembering 

* Such as those of Sir R. Giffcn De Foville, anil Pantalconi, for England, 
France, and Italy respectively. 

* Victorian Year Hook, i88j-8, i. 203, where a table of compiirativc taxation 
is given. In India and Australa.sia the proportion of lax to non-tax revenue is 
almost the same (40 per cent.), and the rate per head in India for 1885-6 was 
3x., while averaged over the Australasian Colonies it was £2 i^s. 
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that local expenditure must be added to that of the central 
government before the full pressure can be known, and that 
a series of complicated calculations is needed to apportion 
the Combined charges qycr the several, districts. 

Fortunately the question of expendifcjre in all its forms 
does not present itself as a single problem. It would be 
‘quite hopeless to attempt to prepare a budget of outlay for 
any country without^he aid of the material collected during 
previous experience. The great mass of expenditure is 
taken as settled, and it is only the particular changes for 
each year that have to be weighed in order to estimate their 
probable advantage. . This method of treatihent simplifies 
the issues very much. In the language of modern econo¬ 
mists, it is ‘ final ’ rather than ‘ total ’ expenditure thaLgi^ds 
the financier’s attention.^ 

§ 5. The usual form that deliberation has to take is that 
of considering the advisability of increased expenditure. 
Theoretically it is of course equally possible to debate the 
benefits of retrenchment, but in nearly all modern States 
outlay is steadily increasing. The older doctrines of 
economy and frugality have disappeared, and in nearly 
every direction proposals for new exertions on the part of 
the State are put forward.^ > 

First as to the facts : we may take a few typical examples. 
English expenditure in 1833 was 48I millions, in 1898-9 
it was over 108 millions, or an increase of nearly 60 millions. 
But as 1833 marks the lowest point of English general ex¬ 
penditure, it will be fairer to take another set of examples 
given by Mr. Gladstone. 

‘The gros^ expenditure of the State was in 1842-3 

^ Thus in framing the English budget for 1894 the principal points for con¬ 
sideration were : (l) the propriety of increasing the naval estimates beyond the 
amount required in the preceding year; and, should extra expenditure be 
decided on, (*) its legitimate amount, which was held to be ;^3,126,000 out of 
;^95,458,ooo. 

* During the Parliamentary Sessions 1880-2,•out of 576 Hnancial proposals, 
556 were for increase of expenditure, only 20 for reduction. 
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£lfSi^^SfiOO, and the local expenditure,!!! the three king¬ 
doms was 3,224,000, making a total in round numbers of 
;6’68,500,ooo. In 1853-4 tlie total state expenditure was 
i^55.769,000, or very pearly the samp amount as in 184^2-3, 
and the local expenditure ;^15,819,00*0; making together 
in round numbers ;f7r,soo,ooo, instead of the ;f68,500,ooo 
which was the amount in 1842-3. In the year 1859-^* 
the gross state expenditure had growgi from ;£’55,769,000, 
which it was in 1853, to ;^7o,i23,otio. ‘ The local expendi¬ 
ture, no doubt actuated by a spirit of honourable rivalry, 
had increased in the same period from ;£'i5,819,000, which 
it was in 1853,^0 at least 17,458,000, 'lud probably some¬ 
thing more; the total e.xpenditure for the year 1859-60 
thiftniggched ;^7,697,ooo [?]. Accordingly it appears that 
in the eleven years from 1842-3 to 1853-4 t'lc expenditure 
of the country under the two comprehensive heads which 
I have mentioned increased at the rate of 4i per cent, 
nearly the whole of the increase being local; while in the 
six years which have elapsed between 1853 and 1859 it 
became much more mercurial, and increased at the rate of 
22| per cent, by far the larger part and greater rate of 
increase being now imperial.’ ‘ 

To c*mplete the illustration, we may state that for the 
year 1879-80 the national expenditure had risen to 
^^82,184,000 (or, deducting the imperial contributions for 
local purposes, which came to ;£^3,396,000, ;£’78,788,ooo), 
and the local expenditure to ;^6i,i74,ooo, making a total of 
139,962,000, e.g-. an increase over 1859-60 of almost 60 
per cent.; that in 1889-90 the national expenditure was 
86,083,000, and the local expenditure £67,^20,000, giving 
a total outlay of 5 3,203,000 (or, deducting imperial 

contributions to the amount of ;£'2,470,000, 50,733,000), 

being an increase of 82^ millions over the expenditure of 
1842-3,120 per cent.; and finally,as already shown, that 
in 1898-9 the national expenditure was ;£'io8,150,000 and 

* Budget Speech of i860 in Financial SlaUments, 119. 
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he local 79,300,900, i.e., a total of 187,450,000, or'an 
ncrease of 25 per cent, over the expenditure of 1889-90. 

P'rance prc.scnts a similar movement. In 1820 the 
;en‘eral expenditure wjs 906 million jTrancs, by i860 it had 
cached 2,084 million francs, or muck over double; more 
jrecisely, 130 per cent. The expenditure for 1899 ex- 
t^ded 3,589 million francs, or a growth since i860 of over 
'2 per cent.' 4. 

The Italian expendithre of 1861 was 812 million lire: 
the estimate for 1901-2 is 1,728 million lire, an increase of 
916 million lire, giving a growth in 40 years of 112 per cent. 

The Prussian budget in 1849 was 282 mfllion marks; in 
1865 it had grown to nearly 507 million marks. Since the 
formation of the North German Confederation 
the German Empire (1871) the increase has continued, 
the actual expenditure in 1889-90 was 1,831 million 
mark.s, and the e.stimates for 1902-3, 2,350 million marks. 
The Prussian Budget for 1901 is 2,614 million marks.* 

The smaller German States exhibit like features. Bavaria 
spent 32 million marks in 1819-20; the expenditure for 
1889 was 260 million marks, and the estimated expenditure 
for 1893 came to 306 million marks. 

In Austria, Russia, and even in small States like Belgium, 
we find the same general tendency towards increased out¬ 
lay. In the last-mentioned country, whose administration 
has been well conducted, the expenditure in 1835 was 87 
million francs; for 1890 it was 417 million francs, making 
almost a five-fold increa.se. For 1900 the expenditure was 
estimated at 451 million francs. 

So well established is the general fact of increasing out¬ 
lay—and whoever doubts it need only run over the examples 
just given—that even conservative writers on finance, such 
as Roscher and Umpfenbach, lay it down as a general law 


^ See Ldon Say, Finances de la Frattce^ iii. 1-31, for an admirable 
statement and criticism of this movement. 

* There arc, however, items of expenses and receipt between the Empire 
and Prussia which reduce each amount in 1902-3 by 348 million marks. 
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of progress;' and they explain it by reference to the in¬ 
creasing demands made by society on the modern State. 

‘ What judgment should we pass,’ asks tluf former, ‘ on a 
government that, after the manner of the Middle Ages, 
did not trouble its^ff about the health, mental Training, 
maintenance, or enriching of the people?’ And so far 
there is no doubt that the intensifying of state duties is cjjie.' 
cause of the almost universal increase. In previous chapters 
we have Seen how the cost of dafence, of administration, 
and the minor needs of civilisation have gone to swell the 
growing totals of modern budgets, and in each case special 
causes have appeared that went far to explain the final 
result. 

il^re coll(y:ting these, it may be well to correct to some 
extentTlie impression that increasing figures of outlay are 
apt to produce. Leroy-Beaulieu remarks'' that one cause 
of the general increase is to be found in the depreciation 
of the precious metals. As expenditure is estimated in 
terms of money, any change in the value of the circulating 
medium should be taken into account, and the application 
of some test as to the reduced purchasing power of money 
would considerably alter the figures for the earlier jiart of 
the peyod that we have taken, i.e. from 1820 to 1870, but 
for the last thirty years the correction would act in the 
other direction. Increases in outlay since 1873 would cer¬ 
tainly mean more than the amount as measured in money, 
so that we cannot place much stress on this part of the 
explanation of increase. Another element is, however, 
important. In most countries population is growing, and 
national income‘grows with it; and in the exceptional 
cases where, as in France, population is stationary, income 
is increasing. It is not, therefore, certain that the pro¬ 
portion of public outlay to 'national income has become 
greater. Moreover—and thi's is the most important con¬ 
sideration—the cxtens,ion of the economic activity of the 
State in certain directions has been accompanied by a 
' Roschcr, § IlOi Umpfcnbach, 38. “ii. 159. 
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passage of special industries from private to public manage¬ 
ment. A'i a necessary consequence, public expenditure and 
income are botfn increased without the real pressure on the 
people becoming greater. It may be that in this tendency 
there lie's, in Roschefr’s phrase, ‘ein co^nmunistischer Zug' 
and it is plain that the transfer in this manner of all in¬ 
dustries means the establishment of socialism pure and 
simple. But apart from its economic reactions, a writer 
on finance is not entitled-to absolutely condemn this move¬ 
ment. His duty is, however, to point out that comparison 
between the expenditure of a State with large industrial 
enterprises in its charge and one without them is illegitimate 
unless due correction is made. To take a simple illustra¬ 
tion, it is plain that if the State purchased th? En glisJu ^il- 
ways, and the accounts entered into the national budget (as 
they should), both expenditure and income would be largely 
increased. This has actually happened in Prussia, and 
explains a large part of the increased outlay in that 
country.' 

Notwithstanding these extenuations, there has been, we 
believe, an increase in expenditure that is not balanced by 
receipts from the property of the State, and this larger 
outlay may be attributed to the following causes » 

(i) The cost of war and preparation for war. We need 
not repeat the details already given on this subject,® but we 
ought to emphasise the general fact. The annual military 
and naval expenditure of Europe approaches £100,000,000, 
and the disturbance to industry, the apprehension of hos¬ 
tilities, and above all the interest on debts incurred for the 
most part for 'ihe purpose of war, considerably increase the 
burden.® As if to enable us to judge of its effects, a test 
case has been provided in the condition of the United 

. * The estimated expenditure on the, Prussian State Railways in 1902-3 is 

8S3 million marks, besides the part of the total debt due to their purchase* 
The receipts, however, are estimated at 1,416 million marks, 

• Supm^ Rk. i. ch. 2, * 

• Ncymark, L45 DetUs PubH^ueSt 89. 
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States, which further shows that it i| not war, but the 
necessity of constant readiness for it, that afftcts most 
injuriously the economic interests of nation^* 

(2) A second cause is to be found in the extension of 
administrative action. To maintain 4 large stafTof com¬ 
petent officials considerable outlay is needed, much of it 
necessarily wasteful. It may be that a great deal of official* 
work does with advantage to society what men are foo 
busy or t6o careless to do for themselves. Perhaps also 
it checks some moral and social evils, but, financially 
speaking, it is undoubtedly costly, and if the end could be 
otherwise gaintd it would be an economic benefit. 

To these causes many would add a third—the pro¬ 
gress of demivracy.^ It is argued that a widely extended 
suffrage lowers the standard of legislatures, and that 
under the influence of .socialistic ideas the expenses of the 
State are increased. There is probably some truth in this 
doctrine. The ‘ new radicalism ’ is not desirous of economy 
in expenditure,’ and it may be freely conceded that 
‘ democratic finance ’ is remarkable for its disregard of prin¬ 
ciples and its utter incapacity to measure financial forces ; 
but on the whole it cannot be .said that Russian finance, 
which is certainly not democratic, is much superior in 
these respects. Nor is it plain that Phiglish finance before 
the Reform Act of 1832 was worthy of commendation. 
The socialistic element which has an injurious effect on 
finance is not an essential part of modern democracy. 
The technical administration of revenue and expenditure 
is also likely to suffer while under the control of an un¬ 
trained democracy. But allowing all this, /he real enemy 


* The policy of expansion atloptcd liy the United States since the war willi 
Spain will almost certainly bring them under the influences that have affected 
the flnanccs of European States. 

* Leroy-Beaulicu, ii. 169 sq. 

* The contrast between th^ doctrines of 7 'he Radical Prop'amnie (ch. 8, 
•Taxation and Finance’) and those of Cobden, Bright, and George Grotc is 
very extreme. 
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of sound finance is ignorance on the part both of rulers 
and ruledf and this is unfortunately too common under all 
forms of government. 

§ Any discussion of public expenditure that neglected 
to notice its influence ofi national and scjcial economy would 
be incomplete. The State, through its central and local 
•organs, is by far the greatest purchaser of goods and 
employer of services : it can in this way powerfully in¬ 
fluence prices and w*ages, and through that infltmnce affect 
the distribution of wealth. The sum of .£^150,000,000 
annually di.sbursed (after allowing for the amount that 
goes as interest on loans, which operate lon the money 
market) must both by its great amount and its changed 
direction alter the structure of the British national industt'os. 
Demand for commodities determines the dircctlCfT" that 
production will take, and consequently the form of labour 
in many cases depends on the policy of the State; so also 
do the rates of remuneration and the conditions of employ¬ 
ment* The economic systems of Germany and the 
United States owe their different features largely to the 
special direction of state activity in each country. The 
technical arrangements for the supply of commodities for 
public requirements are a serious consideration for adminis¬ 
trators, owing to their ulterior effects. Government manu¬ 
facture is liable to the evils of expense and inferiority 
in quality of products, but the alternative method of 
purchase in the open market, necessarily carried out 
through agents, is not free from similar evils. In par¬ 
ticular, the result of giving contracts at the lowest tender 
has been vehemently assailed by reformers as tending 
to lower wages.^ The direct employment of services 
or labour by the State gives rise to further complications. 
Hiring on the ordinary .system and at the market rate 
is impossible in the case of the higher officials, while for 

* Hermann, StaatswirthscHfiftliche UnUrsuchungen^iwA ed.), 465, indicates 
this very clearly. 

* G. Kingsley, Cheap Clothes and Nasty, 
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military and naval services special conditions of engage¬ 
ment are needed. The great extent and variety of the 
general Civil Service make the determination of its proper 
remuneration a question of much difficulty. To avoid'the 
political evils tha^ short tenure—a*s in the A*merican 
system—causes, its members ought to be permanently 
employed. Permanence in state service soon affects psi- * 
vate employers, who will have to give either like security 
of tenure fir better pay.‘ In every part of national life 
this influence of state expenditure is felt, and is becoming 
greater.^ 

The great and increasing importance of state outlay 
does not, however, afford a presumption that the move¬ 
ment is advanl^igeous. The current of modern sentiment 
runs as strongly at present in favour of state action as 
it did fifty years ago against it, but neither tendency can 
be its own justification ; both have to be judged on the 
grounds of reason and experience. Some popular argu¬ 
ments for state expenditure may be at once dismissed. 
Perhaps the crudest is that which regards the State as 
affording employment, and imagines that if war and the 
other conditions which call for state services were to cease, 
there wquld be no field for the labour of those now em¬ 
ployed as .soldiers, policemen, and officials. This obvious 
fallacy arises from entirely overlooking the previous 
existence in private hands of the funds collected by the 
State as its income, and which would afford like employ¬ 
ment, but on other lines: the best practical refutation is, 
however, found in the ease with which the enormous ex¬ 
penditure of the United States during the G?vil War was 
reduced at its conclusion, and the military forces ab.sorbed 
in various industrial employments.* Expenditure of itself 

* On this point cp. Prof. Foxwell’s article in Claims of Labour^ 254. For 
further observation of state dealings with labour, see Bk. ii. ch. 3, ’§ 20. 

® The belief that the State should be a model employer is rapidly gaining 
ground, as the partial adoption ol the eight-hour day and the acceptance of the 
Trade Union rate of wages show. 

* Wells in Cobdtn Club Essays (and Series), 491. Cp. Adam SmithV. 

L 
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is plainly not a gQod ; it has to be judged by its object, 
i.e, by the benefits obtained in return for the sacrifices 
made. By taking this view we avoid the opposite fallacy 
that'all state outlay is Jpad, or at all events that the less the 
expenditure the better. This doctrine^though accepted by 
Say and Ricardo,^ is palpably incorrect, since it takes no 
account of one of the two factors in the problem. It is 
not true that the cjieapest article is the best, nor is ‘ the 
cheapest State' the most serviceable. That state organisa¬ 
tion is the best and really the cheapest which, all elements 
of the question being taken into account, gives the greatest 
amount of benefit to its citizens and provides best for the 
future progress of the nation. 


APPENDIX. 

On thr Classification and Guiding Maxims of Public 

KxrENDITURR. 

The rapid development of financial study in recent years has led to a careful 
examination of tlic more backward divisions of the suliject, in order to bring 
them into srientific form. The theory of state expenditure has naturally 
attracted a lar^^e part of tins fresh energy. The undue neglect of the earlier 
English and French writers® has been replaced by ratlier elaborate critical 
discussion. Hut it is nevertheless true that the difficulties of the question have 
not by any means been removed. No one has as yet propounded a system of 
arrangement and a body of rules applicable to public exj>enditure which could 
claim to be of the same character and fundamental importance as those estab¬ 
lished for public revenue, and particularly for taxation. This failure is 
undoubtedly due to the peculiarities of the subject-matter, and is closely 
paralleled by, if not in a sense identical with, the case of the theory of consump¬ 
tion in l''cononucs, as contrasted with that of production or distribution. 

There is, liowever, some advantage to be obtained by considering the sug¬ 
gestions put forl^ard by the able writers who have endeavoured to throw 
further light on the matter. 


remarks on the absorption of * more than a hundred thousand soldiers and 
seamen,’ disbamled at the close of the Seven Years’ War, in the ranks of 
industry. Wealth of Nat ion 196. 

* ‘The golden maxim of M. Say, “ that the very best of all plans of Anance 
Is to spend little, and the best of all taxes is that which is the least in amount’ 
Ricardo, Works^ 145. 

* See Introduction, ch. i. § 2. 
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First, we may notice the ingenious development of a conception, presented 
in a less elaborate form by Cohn, which appears in Professor llchn’s text¬ 
book.^ This system groups the several kinds of expencliliye with reference to 
the benefit that they confer. From the great class of expenditure which 
confers ‘a common benefit on all citizens’ there is a transition through the 
UUermediate forms of outIa)f that (i) are speciaf, but treated as coiflinon, and 
(2) confer both special and eoramon benefit to that class which confers ‘only a 
special benefit on individuals.’ There arc thus four sections or heads of 
expenditure, each of which makes a separate category, and it is claimed t|yit • 
on this basis a satisfactory—and the only logical—classification can be estJlb- 
lished.® 

At the first glance the arrangement appejfrs to l)e convenient, but even a 
cursory study suffices to bring out its defects. J'erhaps the most ol)vious is the 
immense difficulty of assigning the various items of outlay to the prescribed 
categories. May it not be truly said that all expenditure is for the public and 
general interest? (Otherwise it should not exist. Again, it is impossible to 
exclude the element of s]>ecial advantage, even in (he case of the first class. 
There are surpluses of utility accruing to some individuals from the expendi¬ 
ture for natipnal de^snee or internal security. Thus the four classes may l)e 
reduced to one—the third in order.* 

Still more serious is the fact that the allotment will vary according to the 
views of tlic arranger. Expenditure that one writer would put under a par¬ 
ticular head will be assigned a different place by another. The classification 
—to state the point definitely—rests on a subjective rather than an objective 
l>asis. This would seem, of itself, enough to condemn it as a scientific solu¬ 
tion of the problem. Prof. Plelm, indeed, in his treatment of the contents of 
the different classes, supplies examples which support this criticism. 'J'lius, 
e.g. pensions as the recognition of service belong to class one, but when they 
are improperly bestowed they conic under class two. How liopeless it would 
be to apply such a lest the liistory of the English Pension I.isl proves.^ In 
truth, the test of graduated iicnefit is as unsatisfactory as one of graduated 
disutility would be for taxation. 

Another theory is given in the work of Prof. Adams, in which the functions 
of the State are regarded as, after due analysis, affording a clue to the law of 
public expenditure. Governmenlal functions may be analysed into three 
classes—protective, commercial, and developmental. This clas.sification also 
permits the framing of general laws as to the relative movement of the different 
groups. The cost of the protective function will decline, while that of the 
commercial one will probably, and that of the developmental one will certainly, 
increase with the progress of society.* ^ 

In this case also the difficulty of determining the proper head to which the 


* Plehn, rublic Finance^ Part i. * Cohn, §§ 79-91 ; Plchn, 28-32. 

* Prof. Nicholson puts tliis criticism most effectively. PrincipleSy iii. 

373 - 

* Even the annual pension grant of ^1,200 for literary services has been the 
object of keen criticism, and in some cases the grants have been quite unde¬ 
served. 

* Adams, Finance^ Part 1. 

L 2 
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several concrete items of expense are to be assigned is encountered. There is 
no doubt tln’.t what somS writers would describe as protective outlay others 
would call developmental. J. S. Mill showed long ago that there is no clear* 
cut line between the institutions and qualities that conduce to maintain order 
and those that promote progress,^ and in the same way expenditure for pro* 
tection hel^w development., Commercial expenditure, again, is justifiable only 
as contributing to present well-being or future progVess.® An equally unsatis¬ 
factory feature of Prof. Adams’ discussion is found in the laws of movement 
« which he formulates for the several classes. To lay down dogmatically that 
pDOtectivc expenditure declines in the progress of society is hardly warranted 
by facts. If any proposiiitn can be confidently laid down respecting the course 
of expenditure in the near fulure, it is that military and naval expenditure 
will increase more than in proportion to other outlay—a statement that will 
probably be as true of the United States as of the great European powers. 
Prof. Adams’, like Prof, Plehn’s, classification fails to present the character¬ 
istics of a grouping, logical and in accordance witli fact. * 

More scientific than either of the preceding attempts is the treatment of 
public expenditure adopted by Prof. Nicholson in his recent treatise.* After 
dwelling on the fact that expenditure must lx; regarded Is co-o^;J;^Bate with 
revenue, he classifies the forms of expenditure by reference to amount of 
revenue obtained in return for the services rendered. Thus the following 
classes may lx; distinguishe<l: (i) expenditure without any direct return of 
revenue ; (2) expenditure indirectly beneficial to revenue ; (3) expenditure 
with partial direct return ; (4) cxjx;ndlturc with full return or surplus profit. 

Under this system the greater part of expenditure in every given State can 
be easily and conveniently grouped, but the difficulty remains that the divid¬ 
ing line is not always clearly marked, there may be doubt as to the 
inclusion of a particular item umler head (i) or (2). Still more important is 
the question whether the classification is one which brings out the really 
essential differences in different kinds of expenditure and places these se|)ara(e 
groups in tlicir jiropcr relation. It must never be fotgotten that*public ex¬ 
penditure is one division of the social consumption or using of wealth, and 
has, therefore, to be Ireatcil on the same principles as other forms of consump¬ 
tion. Hut it would hardly be allowable to classify the forms of private con¬ 
sumption by reference to the amount of income obtained in connexion with 
each. We could not get beyond the broad division into ‘productive’ and 
‘unproductive’ consumption, which is not very illuminating as to the real 
character of llie many sections of private outlay. 

In truth, the forms of public expenditure arc determined by the various 
needs of the Sla!v, and thus it appears that the consideration of these several 
wants in their concrete manifestation is, so far as inquiry has yet gone, the 
most convenient and instructive way of discussing this class of financial prob¬ 
lems. No ingenuity of analysis can remove the subject of public finance 


* Mill, Representative Govemmenty ch. 2. 

• For further criticism on this point see the reviews of Adams’ work by 
Prof. Seligman {Pol, Science Quatierly^ xiv. 134-5) j and the present writer 
{Economic Journal^ ix. 435 ^' 

^ I'rineiples of Pol. Economy^ III. chs. 15, l6. 
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from the domain of Political Science, which, in turif, takes its parting point 
from the institutions and activities of the State. 

Similar difficulties beset the framing of general canSns of ex()cn(liture. 
Beyond the broad rule of aiming at the maximum result, it is not easy to 
reach any important conclusions by the deductive method. Nor (Jpes it seem 
probable that the canons Of taxation can, as Prof. Nicholson believes, be em¬ 
ployed as a guide in developing equ.illy fundamental maxims for expenditure. 
There are, no doubt, certain common principles running through the whole , 
public economy, as the laws of Supply and Demand affect most cconoiflfic 
questions. In respect to expenditure there is, however, the intlucnce of the 
needs of the‘society, which are in a sens# extra-financial. This is the 
element of truth contained in the view of Leroy-Ilcaiilieu and others, who 
refuse to include the question of exj>endilure in their treatment of finance. ‘ 

If scientific principles of cx|>cnditure arc developed in the future, it will be 
by {a) the use of tha marginal doctrine applied to the last increments of outlay 
in each particular direction,^ and tlie more critical examination of the actual 
proc^^es by which the public economy is carried on. At all events, a long time 
muH elapse before ^ny rules claiming the authority that the Smithian canons 
of laxalion\ave acquired can be elaborated. 


‘ Introduction^ ch, i. § 2. » Supra, Ilk. i. ch. 8, § 4. 
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THE FORMS AND CLASSIFICATION OF niliLIC REVENUE 

# 

§ I. A SYSTEM of public expenditure such as has been 
ejfamingd in *he preceding book requires as its necessary 
basis a corresponding public revenue. State economy is 
in nowise exempt from that condition of all private 
economies which makes it es.sential to provide that con¬ 
sumption shall be balanced by production, and that effort 
must be put forth in order to procure satisfaction. In 
respect to the public power there is a wider field, but no 
change in the nature of things ; the correlation of exertion 
and enjoyment holds here as elsewhere, and if tem¬ 
porarily disturbed is certain to be sooner or later re¬ 
established. All financial systems are in fact compelled 
to recognise the relation, though political e.xigencies may 
sometimes make it inconvenient to adopt a line of conduct 
completely in accordance with that recognition. Every 
Parliamentary Government has arrangements for raising 
funds as well as for granting supplies. In England the 
Committee of Ways and Means is paralleF to the Com¬ 
mittee of Supply,* as in the United States the small 
House Committee on Ways and Means is to the 
Committee on ‘Appropriations.’ The raising of revenue 
has to be formally separated from the more' agreeable 
occupation of applying it for the public requirements. 

^ Though each U simply the House of Commons sitting under a specul 
oaree. 
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Public revenue being thus the counterpart or obverse of 
expenditure, it becomes our duty to consider its forms 
and sources, and to see how far they admit of logical 
grouping and arran^enjent. , 

§ 2. This, like most financial questions, needs to be 
studied at first from the historical side. The early tribe 
sijows us expenditure and revenue in combination; the 
services and comraodities required for public use are 
directly levied and appfied to the particular end.i When 
once this primitive stage is pas.scd, revenue as distinct from 
expenditure emerges, and its collection and administration 
become matters of vital concern to the'growing state 
organisation. It is true that for a long time contributions 
of goods are levied in kind, but their employment is mbre 
complicated, and involves redistribution of the different 
forms of wealth obtained by the State, With the intro¬ 
duction of money, the divorce between the revenue col-- 
lected and the expenditure undertaken is finally established, 
since public agents can directly buy what they need for 
the public service, while the revenue is brought in under 
the form of the general medium of exchange. What 
strikes the observer most forcibly in contemplating this 
development is the extreme variety of the forms of 
revenue or state receipts. Dues levied on land, on goods 
of all kinds, on the performance of different act.s, in 
addition to the several kinds of individual revenue, are 
enjoyed by the State. The Egyptian revenues under the 
Ptolemies were of the most varied kinds. The Roman 
finances received contributions from very many and diverse 
sources, and so did the Exchequers of media;val sovereigns. 
When we run over the long lists that appear in legal and 
historical works treating of this side of media;val law and 
economy, the greatest difficulty is to reduce them to some 
manageable form.^ This complexity seems to have puzzled 

* Supray Bk. i. ch. I, § 7. 

® Thus Blackstone (i. 281-337) gives twenty-one different rights os com¬ 
posing the * ordinary * revenue of the King, from which enumeration taxes are 
excluded. Cibrario describes twenty-four heads of revenue in mediaeval Italy. 
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the earliest scientific students of finance* Bodin, as noticed 
before, arranged the sources of revenue under seven heads, 
but Klock, who fairly represents the German views of the 
seventeenth century,«gives a far mqfe extensive li^t. The 
‘ chamber science ’ Writers were more successful in group¬ 
ing the forms of revenue under (i) those from the domain 
of the sovereign, (2) the so-called ‘ ’ or prerogative* 

rights, an^ (3) taxes. In Adam SmitJi’s hands the double 
aspect of the State became thd basis of classification. 
Regarded as an artificial personality, or (in the language 
of modern jurisprudence) ‘juristic person,’ it might hold 
property and engage in trade. Revenue obtained in such 
ways ‘ peculiarly belonged to the sovereign.’ It was his 
quasi-piivate Income. In another aspect, as sovereign or 
supreme power he was able to impose charges on the 
revenues of his subjects, and these contributions or ‘taxes’ 
formed the second group of state receipts. The simplicity 
and clearness of this clas.sification commended itself to 
English and French writers, who have almost universally 
adopted it. The greater political development of France 
and England, by making taxation the most important 
part of the state income, favoured its acceptance. The 
remaitfs of the feudal system were more numerous in 
Germany, and its methods of finance in particular, with all 
their variety and confusion, were slow in di.sappearing fioin 
that country. Consequently German Finanzwissenschafl 
aimed at so arranging the forms of revenue as to give 
harmony and consistency to the existing systems. The 
‘ regalia' or prerogatives were always regarded with par¬ 
ticular attention, and it was sought to place them alongside 
of taxation as a head of revenue. 

Rau is in great measure responsible for another addition 
to the main groups, viz. that of ‘ fees ’ {Gebuhreii)} He 

Ecommia Politica del medio aevo. Lib. iii. cap. 6. For the diverse Kgyplian 
revenues, see Wiicken, Gritckische Ostraka. 

^ Justi and Sonnenfels l)Oth speak of ‘ accidental revenue * {Zufd/li^ 
Etnkun/le), but they can hardly be credited with a theory of ‘ fees* as distinct 
from * tajcesr* 
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noticed that in many cases public institutions gave special 
benefits for which they charged an equivalent; e.g. in law 
proceedings fees were asked from the litigants. It was 
natural l;o regard this ciass of objects,.denoted by a special 
name (Gebuhr), as a separate and iitdependent form of 
revenue, giving as a final result that state receipts were dis- 
*tr|buted under four heads: (i) Private industry of State, 
(2) Prerogative rights, (3) Fees, (4) Taxes. On this classi¬ 
fication of public revenues most of the controversies as to 
arrangement in German financial works turn. It is too 
plain for dispute that the first and fourth of the above- 
mentioned heads must be kept apart, but in the endeavour 
to bring the two intermediate divisions into some form of 
combination with them, great difference of*opinien is *to 
be found. Some writers oppose ‘Taxes’ to the three 
other forms of revenue, which are joined under .some more 
general term.^ Others place Taxes and ‘ Fees ’ under one ' 
head, and oppose them to the ‘ quasi-private income ’ and 
prerogative dues, or with greater wisdom eliminate the 
latter from the division altogether.^ There is even a 
decided tendency in the latest inquirers to come back by a 
somewhat devious route to the plainer position of Adam 
Smith, and to recogni.se only the two great divisibns of 
state revenue into (i) quasi-private and (2) public, though 
distinguishing, as he has done, the various cases of extra 
payment for special services.* A detailed examination of 
the many points raised in the controver.sy on this subject 
of classification would lead us too far, but some of the 
results are too_,important to be altogether passed over, and 
must thereforebriefly noted. 

* This is the course followed by Stein and Roscher; the former (i. 138 sq.) 
speaks of ‘ economic’income ; the latter of ‘ whole or half private economic 
State receipts.* Bk. i. chs. 4, 5 (§§ 18-24). 

^ Umpfcnb£w:h, who substitutes the term ‘ Fiscal prert^ative rights* (Kar* 
reihU) for * regalia' takes the former course : 78 ; Wagner, i. 487 sq., ii. 33, 
the latter. In recent discussion, ‘ contributions* {Beitrage) have been brought 
tn as on additional section of revenue by some writers. 

• This is the case with regard to Cohn (see e.g. § 107), who declines to 
discuss the question of state property, as being economic rather than financial. 
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§ 3. First, it is abundantly establish’ed that much of the 
difficulty of classification arises from tlie historical pecu¬ 
liarities of different countries. The whole doctrine of the 
regalia is an instance in point. It was the result of attempt¬ 
ing to apply the special German Towns of reveilue, due 
to the slow development of the financial system, as general 
categories suited for all times and places. A particular 
kind of state rights was opposed to the general state ri^t 
to raise funds, of which it was but,onc*part. 

A second result of the discussions on arrangement is that 
the many and varied shapes of public revenue do not 
always admit «f sharp and clear-cut divisions. Just as in 
economics we pass by a scries of steps from the jnircst 
fosm of productive capital to what could not by any strain¬ 
ing of t?rms be regarded as such, so do we find many 
transitional forms between what is the State’s private in¬ 
come and what it gains by pure taxation. The attempt 
to create a co-ordinate class composed of ‘ fees ’ |jarallcl to 
taxes is the outcome of this circumstance, as also of the 
want of analytic power in the originator”of the classifica¬ 
tion. If Rau had recognised the frequent combination of 
the double elements of state industry and taxation under 
the apparently simple and independent form of revenue, he 
would have aimed at separating and assigning to its proper 
place each of those elements, while he duly noted the inter¬ 
mediate forms that presented most difficulty. The depart¬ 
ment of fees [Gebiihren) touches at one end the quasi-private 
income of the State, and at the other, as in the case of 
‘taxes on commerce,’ the field of taxation, but it has no 
central point possessing well-assigned and dofinitc fcature.s, 
and enabling us to give a definition that is at once rational 
and u.seful in practice. 

A third conclusion is also warranted, viz, that it is easy 
to overrate the value of precise and rigid classifica¬ 
tion. We need not deny that a good and natural grouping 
{fje. a grouping in accordance with the real affinities of the 
objects dealt with) is very helpful both for exposition and 
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investigation. By ils aid, features of resemblance and of 
contrast ice most easily perceived, and new and hitherto 
neglected relations are often suggested ; but notwithstanding 
these undeniable advantages, the most essential matter 
after alHs to give adequate and proper treatment to the 
material of study, and even with a somewhat faulty arrange- 
.rnent this end can be attained. And not only so; the 
mbrits of any particular classification depend partly on the 
end in view. In a purely historical inquiry tile class of 
regalia is entitled to a prominence to which it has no claim 
when a scientific exposition of principles is specially 
desired. So in descriptive and statistical werks the terms 
and divisions adopted by positive financial legislation have 
to be followed, subject to whatever qualifications scientific 
arrangement may necessitate. In an investigation of 
general finance, the grouping of topics ought to be based 
on the underlying economic and social conditions, and 
aim at bringing out their relations as clearly as possible.* 
Besides, different arrangements naturally tend to place 
different parts of the subject in prominence, and thus study 
of a new, even if on the whole inferior, .system of grouping 
will suggest novel points of view to the inquirer. 

§ 4. We have already suggested in the preceding criti¬ 
cisms the arrangement that appears to be mo.st suitable. 
It has now to be more fully stated. The widest division of 
public revenue is into (l) that obtained by the State in its 
various functions as a great corporation or‘juristic person,’ 
operating under the ordinary conditions that govern indi¬ 
viduals or private companies, and (2) that taken from the 
revenues of tht» society by the power of the sovereign. To 
the former class belong the rents received by the State as 
landlord, rent charges due to it, interest on capital lent by 
it, the earnings of its various employments, whether these 

* Cp. Wagner, i. 474-5. For ihe regalia^ cp. Sax : * Die Rcgalien gehoren 
dcr Wirthschaftsgeschichte und dem positiven difcnllichen Rechte an, die 
volkswirthschaftHche Theorie . . . hat mit ihnen nichts zu schaBen.'— Staais- 
wirthschafty 480. 
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cover the expenses of the particular function or not, and 
finally the accrual of property by escheat or absence of a 
visible owner. Under the second class have to be placed 
taxes, either general or special, and finally all e.xtra returns 
obtained by state industrial agencies through the privileges 
granted to them. This course seems best calculated to 
satisfy the conditions of scientific accuracy and practical . 
convenience. It places together distinct and well-defined 
parts of pitblic revenue, and it separates the economic from 
the compulsory receipts of the State. 

To test it in its relation to other divisions, we may con¬ 
sider the place it assigns to (l) the prerogative dues and 
(2) ‘ fees.’ If these classes can be fittingly placed, then the 
arinngcmcnt piay be said to be justified. A very slight 
examination shows that m.any, if not most, of the preroga¬ 
tives or regalia are really special property-rights. Roscher 
has noticed that they originated in the mixture of landed 
property and sovereignty.^ They are thus in their right 
place when classed along with other economic sources of 
revenue. In some instances, however, an element of 
monopoly created by law comes in, and where there is an 
additional receipt from this condition it is certainly a tax, 
and must find its place in the coni])ulsory revenue of the 
State. 

Fees admit of a somewhat similar analysis. Usually 
they are but a small return for the expenses of the state 
agency to which they are paid, and find a position among 
the private economic receipts as a deduction from the 
expenditure. It may even be best to subtract them from 
the expen.ses and charge the balance as nct<)utlay, though 
in practice the wisdom of bringing all expenditure and 
receipts (not merely balances) into the budget is well 
established. In some cases it happens that fees just cover 

*§ 18. Thi.*; confusion is characteristic of ihe feudal sptem. Cp.‘Among 
the many tilings which may he said afiout the .system known to us as Feudalism, 
one of the least doubtful is that it mixed up or confounded property and 
sovereignty.’ Maine, Early Law and Cmtotn^ p. 148. 
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all expenses, and then the public office or agency is a state 
industry *that pays its way. Up to the point at which 
ordinary profit is obtained the same title is justified, but 
when (the institution being exclusively a public one) 
ordinary profit is exeedded, the monopoly possessed by the 
office is employed for taxation. It therefore follows—and 
this is perhaps the greatest difficulty that our classification 
raises—that one and the same public institution may occupy 
different positions in tlys respect at different‘places or 
times. The Post Office, for example, may be a purely 
public function involving c.xpcnditure, as the earliest govern¬ 
ment Posts probably did ; it may in anothe* country, or at 
a later time, just cover its expenses, or even pay fair 
interest on whatever capital it employs,—s^ch has been 
at times the position of the United States Post; or, lastly, 
it may, as in England at present, give a large surplus to the 
general revenue, when its charges become a tax on com¬ 
munications, though, as we shall see, sometimes admitting 
of full justification.* In truth this apparent defect is a 
reason in favour of our grouping of the forms of revenue. 
Such in.stitutions as the Post Office are in this respect 
different in different countries, but in all they are capable 
of presenting the three elements of expenditure, industrial 
revenue, and ta.x revenue. In treating of economic ex¬ 
penditure we have already noticed the first aspect in the 
present book we shall consider the second, reserving the 
last for its appropriate place. 

Some classes of fees, e.g. law fees, arc closely connected 
with the primary functions of the State. They then 
approach so l-«early to taxation as to be best classed with 
it. There is an appearance of straining the conception of 
state industry by including them under that head. Here 
acquaintance with the historical development is of use in 
establishii>g that in their origin such fees were strictly 
payment for service done ; and even when this element has 

* See for furiher discussion of this point, i 5 k. ii. ch. 3, § 9 n. 

* Bk. i. ch. 6, § 2. 
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been obscured by the increase of state p<Jwer, it gi»es place 
to that of special as opposed to general advantage, a 
distinction on which so much of local ta.xation turns, 
and which can be applied to the* ejass of fees* under 
consideration. 

§ 5. So much suffices at present with reference to the 
general classification of public revenuc.s. We have now to 
arrange thf subdivisions of the quasi-private income in 
their natural order. The great imijortance of thi.s part of 
the receipts in less developerl societies made it a subject of 
greater attention formerly than it is now, and led to tho.se 
long lists of the heads of revenue above referred to. The 
modern student of finance gains little from those cnumer.a- 
tions, ma 4 c in *all cases from the legal or administrative 
point of view, but he is impressed by the fact that such 
receipts are regarded as the ‘ ordinary ’ revenue of the State, 
taxation being merely an occasional resource. This idea 
survives in lilackstone’s chapter on ‘The King’s Revenue,’ 
where the tax revenue is regarded as ‘ extraordinary.’ 
Even such recent writers as Mr. Dicey have to notice this 
division, and the fact that the change in circumstances has 
made the old terms seem incongruous.* A classification 
of the quasi-private funds of the .State must, it would seem, 
have to follow the lines of the analysis of individual incomes 
made by economic science. One of the most valuablcof 
Adam Smith’s investigations was that [)re.sented in his 
chapter on ‘ the component parts of the [irice of com¬ 
modities,’since it not only gave a starting point for all later 
analyses of cost of protfuction, but it afforded,in outline a 
scheme of economic distribution, and it is on it that the 
discussion of taxation in the Wealth of Nations, is based. 
Its main point consists in showing that all incomes can be 

* For the view of taxation as an occasional resource, Neumann, i^rogmsive 
EittkommeHslemr^ I, 2, and the references tliere given. Also Itlachstone, 
Bk. i. ch. 8, and contrast Mr. Dicey’s view. ‘We may tlierefore, putting 
the hereditary revenue out of our minds, direct our whole attention to what 
is oddly enough called the extraordinary, but is in reality the ordinaiy or 
Parli.amentary revenue of the nation.’—/.aw c/ the Constitution (tst ed.) 316 

M 
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separate (4 and referred to one or more of the three cate¬ 
gories of rent—the return on natural agents ; wages—the 
reward of labour; and profit—the gain on capital. The 
State’s •economic revenue must be tapable of being' put 
under the same heads, but the general cJoctrine, as it appears 
, in the work of its originator,* requires two corrections 
before we can use it in this connexion; for first, the 
massing together of*the interest on capital and the earnings 
made by its [iroductive use is now perceived to be in¬ 
accurate. The function of the capitalist is distinct from 
that of the ’undertaker’ or 'employer,' and is so dis- 
tinguished in later economic works.^ Another correction 
is needed for the present application. The category of 
‘ wages ’ cannot enter into the public reccfpts ; 4 he State- 
often pays, but never receives, a reward for labour. Any 
apparent exceptions really come under the head of ‘ under¬ 
taking’ or ‘management’ of industry. We thus get three 
broad divisions of the public industrial revenues, viz. (i) 
the receipts of administrations, central or local, from rent 
of lanil or similar natural agents ; (2)—and this is obviously 
a less important source—the gains of the State as capitalist 
or lender of funds ; and (3) the returns to the industrial 
activities of the public power. Such a grouping would 
appear to be clear and logical, but it needs some, further 
modification to bring it more into accordance with the 
realities of actual finance. Instead of confining our atten¬ 
tion to the State as a lanillord in receipt of rent, we shall 
find it more convenient to consider all its dealings with its 
agricultural property, whether retained in its own hands or 
let out to tenants. In like manner the treatment of mines 
may most suitably be placed along with the State’s action 
as employer or undertaker of industrial operations. Two 
additional topics will also have to be brought into the list. 

* Though the root-iOea of the analysis can be traced back to the 1 ‘hysiocrats, 
yet Adam Smith originated its form and applications. 

* The text-books of General Walker, Dr. Sidgwick, and Prof. Marshall 
are instances. The separation between capitalist &nd entrepreneur is made 
both by J. B. Say and Rau. 
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The many and various fees and due^ may be»combined 
with the rent-charges and other settled sums payable to th< 
State, and also with the interest on loans made by state 
authorities, the whold class being ccannccted by thctommon 
idea of fixed payment, that is for the most part capable of 
capitalisation. And finally, to the revenue-yielding indus-, 
trial domain we ought to add those forms of state propei^y 
that either give no direct returns hr whose expenses 
exceed any receipts that they may bring in. 

In short, to sum up, our discu.s.sion of the public economic 
revenue may,,partly on grounds of logical arrangement 
partly for practical convenience, deal with (i) returns from 
land, including forests, (2) industrial revenue, (3) payments 
which eiriier represent, or can be converted into, a capital 
charge, with much administrative revenue, and (4) those 
forms of property that yield not revenue, but utility in ? 
less distinctly measurable form. 

NOTE 

Since the publication of the first edition ot this book, the question of 
classification has been discussed by Professor Seligmaii in a sjiecial article,^ in 
which vigorous criticism of the views of preceding writers is accompanied by 
the exposition of a new mode of grouping, l)clieved to bo more in accordance 
with logical rctpiiremenls. As the acceptance of this system would necessitate 
extensive changes in the arrangement adopted in the text, it seems right to 
state briefly the reasons fo*r retaining our former clas.sificalion. 

The general advantages that result from a good method of grouping public 
revenues are admirably slated by Professor Seligman, w)iosc opening pages 
may be referred to as supporting what lias been said above on that subject.* 
A single point of dilTerencc should, however, be noticed. We have sought all 
through to insist on the essentially relative character of ^assificalion. No 
system is in itself absolutely good or bad; each must be judged by its fitness 
for the purpose for which it is employed. And further, a system will hardly 
combine all possible advantages with no di.sadvanlages. Any arrangement 
will probably have something to recommend it, and will bring out features 
that would remain unnoticed in a difl'erent system. On the «olher hanc^ 


* * The Classification of Public Revenues,’ Quarterly Journal of Economics^ 
April 1893, vii. 286-321, now forming ch. 9 in his Essays in Taxation^ to 
which work the references are made. 

* Cp. Seligman, Essays, 265-6, with Book ii. ch. i, 8 3 sufra. 
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Professor Scli|,man appear^ at times to maintain that there is one, and but one, 
perfectly logical arrangement, compared with which all others must be regarded 
as altogether erroneous. It is true he admits that historical circumstances may 
alter the mode of classifying, but for modern times no such allowance is to be 
made, and \he least departure ^froin the one ‘corAct’ classification becomes 
deserving of censure. This view is, however, far *too narrow. As Jevons 
points out,’ the distinction between ‘natural’ and ‘artificial’ systems of 
•classification is really one of degree. When we are dealing with the 
cla^ysification of organic species, there is the guiding principle of arrangement 
according to descent,'** whi«h makes the genealogical grouping the scientific 
one. But in such subjects as grammar, jurisprudence, legislation,*’and finance, 
this clement is a subordinate one, and we have to take into account the con¬ 
venience of a classification in considering the advisability of its adoption.* 
Such is the procedure recommended alike by logic and the practice of the 
best investigators in those branches of knowledge. Applying this test to the 
particular matter in hand, we cannot avoid coming to the conclusion that the 
arrangement in the text, if less elaborate and less comjdicaled than Professor 
Scligman’s, is at least as well suited to exhibit in their order the chief fealifres 
of interest in the financial system. The briefest inspection of the receipts 
obtained by public authorities suffices toestablish the existence of (i) economic 
revenue and (2) taxes as the two great forms of income. These are broadly 
contrasted, and must form the basis of any division ; it is to their discussion 
that by much the largest part of any work on the subject must be devoted, and 
it is by the way in which he handles them that a writer will be judged. Now 
is there any other form of revenue that can fitly be regarded as ‘ co-ordinate ’ 
with these great categories? To thisquestion Professor Seligman replies in the 
affirmative, while the answer we have already given is in the negative. To 
justify our position, let us briefly consider the three classes of receipts which 
arc put forward as entitled t(j so prominent a situation. These may be briefly 
described as consisting of ‘ fines,’ ‘fees,’ and ‘special assessments.’^* 

‘Fines and penalties,’ we read, ‘form by themselves a class of compulsory 
revenues, levied according to definite but non-fiscal principles. It is obviously 
wrong to class them with fees as do some writers, or to ignore them entirely 
as do others.’* It is, of course, true that fines are a part of state receipts 
which should not be ‘ ignored,’ but it is equally true that they cannot be 
regarded as co-ordinate with taxesor economic revenue. Their yield is trivial, 

1 Principles of ^cience^ 679--80. * Darwin, Origin of Species^ ch. 14, 

* Professor I’lchn has distorted this statement into the assertion that 
‘ Professor Bastahle claims that the sole consideration in the choice of a 
classification in sucii subjects as “grammar, jurisprudence, legislation, and 
finance’’ is convenience for the immediate purpose in hand.* Political Science 
Quarterlyt xii. 84. Contrast with this supra Book ii. ch l, § 3. ‘The merits 
of any parlicftlar classification depend partly on the end in view.* 

* Professor Seligman’s tabular arrangement, Essays., 302, would seem to give 
‘ tines and penalties * even a higher rank. They result from the ‘ penal power,* 
and are opposed to special assessments, fees, and taxes, which are due to 
exercise of the taxing power; but this is comparatively unimportant. 

* Essays^ 268. 
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and their relaHon to the financial organisation of the State is remote. To 
give a separate hook of a treatise on finance to fines and penalties would, to 
adopt Austin’s pltrase, ‘ somewhat smack of the lidiculons.’ ‘ The slightcsl and 
most cursory mention is the one best suited to give the reader a proper fcelitig 
of their financial insignificance. 

With respect to ‘ fees’^tTie case is difterent.* A plausible arguificnt may be 
framed in support of an arrangement that puts them in a prominent pl.ace, but, 
on the whole, the objections to this procedure ajipcar to outweigh its advantages. 
An abstract distinction between ‘fees’ and ‘taxes’ may easily be matle,^ul 
cannot be applied with satisfactory results in practice. Nor will it be to 
secure agreement as to the true boundary lino. •Professor Scligman himself 
disagrees with nearly all his prciloccssors, afid oi.nfine.s the fee revenue to that 
derived from monopolised cnlorpri.ses. Even then, if ])r<>fit is obtained, the 
charge becomes a tax. Thus it would seem that, to take a concrete case, the 
British letter-post charge is a ‘ lax,’ payments for telegrams are ‘fees,’ while 
the jvarcel-post service, not being a monopoly, charges a ‘ price.* Put in a 
general way, the distinction seems .aculo, and to some mimls satisfactory, but 
\ 4 iat is to l)e said as to its practical convenience ? Must the Post Ofiico revenue 
!>e brokci# up info these several parts and its dinjei ta inentbra scallcreil over 
several distinct books ? Such a course would, we believe, be altogether out of 
place in an orderly and systematic exposition of financial principles and 
facts. The dilTcrcnt position of similar institutions in different countries 
further increases the dillicuUy. Arc Prussian railway fares to be treated 
under ‘ taxation,’ while Australasian ones are discussed when dealing with 
‘ fees ’ ? 

But a more serious difficulty remains. Perhaps the coniinoncst use of ‘fee ’ 
in this sense in tlie English language is its employment to tlcsrribo the charges 
made for various oflicial acts. We sj)cak of ‘ court foc.s ’ or ‘ registration fees ’ 
far more readily than of ‘ postal fees.’ In those cases, however, the idea of 
equivalent service is not very proiniinMit.^ A certificate of birth or the issue 
of a writ involves some payment, but in each case there is really a small 
contribution towards the expense of a public dcjiartmcnt, not a charge based 
on ‘ the special benefit accruing to (he indivitlual.* * In fact, tins kind of fee 
is essentially ‘incidental revenue,’* an<l it is noteworthy that the earliest 


1 Jurisprudenety i. 237. 

* Professor Plehn tries to meet this objection by referring to the change of 
meaning in the terms ‘ valu(?, rent, wages’ made by econoi|ii.sts. But his own 
explanation shows that there is no real parallelism in the two cases. ‘ A word 
adopted from daily life by science must,’ he says, ‘ be deprived of .some of its 
“extension” for the purpose of giving it a perfectly clear “intension,”’ 
Political Science Quarterlyy xii. 85. The term fee has not been treated in 
this way. Its ‘extension ’ has been enctrmously increased, and, as a necessary 
consequence, its ‘ intension ’ h.is been reduced, and, judging frorfi the somewhat 
dreary disputes on the matter, has lost, not gained, in clearness. It may be 
remarked that if ‘ Gehuhr^ is to be translated Into English, ‘ due ’ is (he least 
inappropriate equivalent. 

* Essayst 275 . 


Cp. infray Bk. ii. ch. 4, $ la 
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systematic writers took exactly this view. Professor Seligman will not allow 
that Rau the originator of the separation of fees, and refers to Justi as 
having perceived their existence. Both Justi and his contemporary Sonnenfels 
do, indeed, speak of * casual revenue* {Zufallts^ EinkunfU)^ and this is 
precisely what fees are. They come in, if not as a windfall, at least as a 
by-product,'a characteristic whfth prevents their bc^g entitled to be classed 
as co-ordinate with taxes. The transference of one large portion of the matter, 
sometimes placed under the head of fees, to that of economic revenue, and of 
•-aaother less extensive portion to the category of taxation, leaving ^the 
miscellaneous residue to come in as an appendix to the treatment of the 
former, commends itself as t logical and convenient distribution pf material. 

The third distinct category is df greater interest. Special assessments may 
be fairly described as an American creation,* and it was therefore fitting 
that American writers should introduce them to the scientific students of 
finance. This pleasing duly has been ably performed by l^rofessor Seligman 
and his pupil Mr. Rosewater,® and the European writer will henceforth l)e 
compelled to enlarge his descriptive material in order to include this new 
phendmenun. It is not quite so certain, however, that he *will have, to 
revise his classification.’* That will depend on the view he ta’tes of the 
character and working of these charges. One of the first features of the 
special assessment that attracts notice is its strictly local application. It is a 
product of a particular form of local finance, and has apparently little or no 
place in general receipts. Following out the clue thus supplied, we discover 
that the special assessment is a mode of distributing burden according to 
advantage received, and has thus one point of resemblance to the special 
improvement rates that British local bodies frequently levy on limited areas 
receiving advantage from work done. The doctrine that ‘special assessments 
must always be proportional to benefits’* is merely an example of those 
legal fictions so dear to the minds of American ludgcs and lawyers, since 
‘acreage, frontage, value, superficial area,’may any of them be taken as the 
measure of presumptive benefit {a benefit which, it should be added, may nevci 
be realised),® and therefore the limitation of proportionality is effectually 
evaded. In any case there is no necessity for proportional charge. A 
sovereign legislature might levy assessments at a heavier percentage on those 
who lield larger masses of property, or, in other words, it might permit ihe‘ 
smaller owners to retain a greater part of the benefit or ‘betterment’ that 
the improvement had produced.® 


* The few EtirSpean instances are not prominent enough to attract 
attention. 

® See the excellent study entitled Special Assessmenls, by the latter. 

* This is Professor Scligman’s expressed belief. Essays, 292. 

* Seligman, Essays, 286. 

* See on this point the following American cases : Matter of Church, 92 
N.Y. 6; Allen v. Drew, 44 Vt. 174 ; N. Indian Railway Co. ?». Conelly, 
10 Ohio, 159. 

* It is also possible, and actually happens, that taxation is by constitutional 
provisions confined to proportional charges. 
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Thus it seems that the line of demarcation betweep special assc.^smcnts and 
taxes is by no means so sharp as Professor Sclij;nfKn sup|)ose;t The real 
characteristic of the former is their imposition as a sinj^lc charge on property 
instead of being a recurring charge on income,* They l>elong, in mercantile 
language, to the ‘capital,’not to the'profit and loss’ account. lUit in this 
respect they are paralleled l?y taxes levied for ei single great occaeion, e.^. a 
war or' the discharge of debt.* In c.slimaling the financial position, it is 
important to keep both ‘capital’ and ‘ revenue* accounts in view ; this, how¬ 
ever, need not hinder us from regarding a capital payment as a lax levied ^ 
uno ictu, instead of by recurring charges. Wlien local boilics liave icctnitf^ 
to this metho^, the circumstance deserves to be n%lcd, but docs not call for 
any revolutionary change in anangement.* • 

Prof. Plehn, in an article entitled ‘Classification in I’uIiHc Finance,’■‘has sought 
to support Prof. Scligman’s arrangement, and has criticised the views expressed 
in this note. He has, however, failed to undcrslaml them, and has been led 
into several misrepresentations, some of which have been already puintiHl out. 
Thus lie seems unable to grasp the idea that the principle of classificaiion is 
relative to the matter in hand ; that .an arrangement suitable for one purpose 
may be unsuitable Tor another. But this is a commonplace with logicians; it 
is familiar by practice to students of natural science, and should be cipially so 
to investigators of social life.“ ‘It Is vm.scientific,’ says I’lof. Plehn, ‘in the 
study of legal institutions nr economic life to confuse tlic (dd ami new, or to 
classify i.a such away as to hide the connecting links lietween them.’® No 
doubt ‘confusion* is always unscientific, but combination of .similar phenomena, 
though of widely different origin, is not. To lake examples : lltc (mphyteims 
of Roman Law may be placed along with Iri.sh jiKlicial tenancies, and tlie 
English income lax with other charges on revenue, without reference to the 
wide differences in origin. In fact, one of (he most instructive lessons in social 
inquiry is derived from the adaptation of diverse institutions ami rules to 
accompli.sh similar ends. 

Equally incorrect is Prof. PlJin’s assertion that ‘Prof. Bastable . . . de¬ 
nies . . . that tluTC is any necessity for distinguishing between fees ami 
taxes.* It is hard to umlerstand how any one who had read the sections on 
‘Administrative Revenue’ ^ could have committed himself to so misleading a 
statement. It is hardly necessary to slate once more (hat there is no denial bf 
the existence of so-called ‘ fees.’ What lias been urged is (i) that ‘fees’ are 


* * Special a.ssessmcnts arc paid once and for all.*—Scligman, Essays^ 289. 

Cp. Rosewater, 120. • 

* Ricardo’s plan for paying off the National Debt may lie given as an 
instance. Sec his Works, 545 6 ; and cp. Cannan, ‘ Ricardo in Parliament, 
Economic Journal, \\. 421-3- 

> On this point Prof, Plehn is a supporter of Uic view taken above, though 
he regards it as partly based on an entire miscoiiceplion 

^ Pol. Science Quarterly, xii. 82- 92. * 

• In addition to the references given above, see Mr. Montague’s article in 
the Diet, of Pol. Economy, i. 303. 

• Pol. Science Quarterly, S.t. 

T See Bk. ii. ch. 4, §§ 7-10. 
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not a class eo-orditiate with ‘ economic revenue’ and * taxes.’ (2) That some 
fees are really * industrial,’ that others arc ‘ sj)ccial taxes,’ wlnlc the balance 
may l)est be described as ‘ nnsccllancous receipts.’ (3) That the hetcrc^eneous 
character of ‘ fees ’ is proved I>y the diVerj;ence of opinion respecting their 
character and Ixjundaries. 'J'hc practical »)utcomc of these views is the treat* 
ment of ?%Iarge section of^fcci^t as a kind of a|)p^ndage to economic receipts, 
and this course is supported hy I’rof. IMehn’s ‘ practice,’ ^ which in this, as in 
many other cases, is lielter than Ins * theory.’ 


' I’lehn, pt. ii. ch. 11. 



CHAPTER. 11 * 

TIIIC STATE DOMAIN. LANDS AND EORE.STS 

• 

§ I. The oldest form of (niblic property uiid<iubtcdly 
c«nsi.sts of the territory on which the society is sitmited. 
There ifa great body of evidence to show that communal 
holding of land is far more pcr.sistcnt and enduring than 
other kinds of common enjoyment. The witness of history 
is moreover supported by all the probabilities of the case. 
Until agriculture has extended and improved with the 
growth of population, a large pai t of the tribal land must 
lie waste or be only u.scd for pasture. It remains under 
the control of the community or, at a later time, of the 
chief. . Public land is increascsl by the action of war ; the 
land of the vanquished becomes the property of the con¬ 
querors and goes to swell their public domain. Hut a 
counter-process is found steadily operating in the allotment 
to individuals of parts of the domain. The Roman nger 
pnblims dwindled in extent under this influence, and the 
territory of the Provinces—in technical law the property of 
the Commonwealth'—was ‘possessed’ by ii'idividiials with 
the substantial rights of ownership, A public domain was 
notwithstanding retained, and .some of the local revenue 
was derived from the letting of land, though it was largely 
supplemented by other sources. The earlier Middle Ages 
regarded the royal domain as the basis of public income. 

* Cp. the statement * Provindalta pradia usucapiontm non redpiuni* 
Caius, Institutes, ii 46. 
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The feudal King .was the greatest landholder, and was 
expected* to discharge the necessary public duties by aid 
of the revenue that he obtained from that source. The 
same opposing forces that were operative in earlier times 
continued to affect the royal lands. •They were reduced 
by lavish grants to royal favourites, and increased by 
• l^-sumptions and forfeitures. The position of the domain 
depended very much on the strength or weakness of the 
individual monarch, improving in extent durinjj vigorous 
reigns and shrinking considerably in feeble ones. 

The later history of the domain varied in detail in each 
European country, but one very general resolt is found in 
the transformation of what had been the King’s estate into 
public property. In the few cases where royal or princely 
estates have remained in the possession of the reigning 
family, they are nevertheless, in substance, public, inasmuch 
as they supply the ruler’s official income, and by rewarding 
his services relieve the treasury from an equivalent charge.' 

§ 2. The disintegrating forces that tended to break up 
the great state domains, as well as the other parts of medijeval 
finance, did not everywhere act with the same intensity. 
Owing to peculiarities of situation, and in some degree to 
differences of policy, the proportion of state domain is 
at prc.sent hardly the same in any two countries. England 
is remarkable for the almost complete alienation of its 
Grown lands, the revenue derived from that source being 
one of the most insignificant in the budget of receipts.^ 

‘ It was in the fifteenth century that,’ according to Thorold 

* The distinctiof between the property of the ruler as a private person and 

that which accompanies his office is now of little interest. It was emphasised 
in the Roman B'mpirc— res private opposed to res Humbert, i. 

187 sq.), and was of mucli importance in Germany in the case of mediatised 
princes, who naturally tried to stretch the private element as far as possible. 
In practice the same end is readied by diderent means in modern States, as in 
the cases of BHdcn and WUricmbeVg, noted by Rosdicr, § 9. 

* The net receipts in the year 1900-1 were ;^500,ooo, or less than onc-h&lf 
per cent, of the total receipts. The revenues of the duchies of Lancaster 
and Cornwall should in strictness he added with a corresponding item of 
expenditure for the sovereign’s support,. Bk. i. ch. 6, § 5. 



Rogers. ' the great impoverishment of .the Crown estati 
began,’ and though increased by the dissolutioi’ of th< 
monasteries by Henry VIII, it was again reduced by hi: 
successors until it reached its present position at the com 
mencement of the eiigiitecnth century.* • In h'rance’also : 
series of losses has reduced the public lands held by thi 
central government to a very small amount, with the ex 
ception of forests, of which it possesses 1,070,477 hectare! 
(about 2,6^0,000 acres). There is,howevcr, a rcmarkablt 
difference as compared with England in the large quantity 
of land held by the Communes or local units. Thest 
bodies in 1877 tiad 2,058,707 hectares (or, in round nuin 
bers, 5,000,000 acres) of forests and 2,258,310 hectares (o| 
5,(5t)0,ooo^ acre#) of other land, most of it being of very 
poorquality. The productiveness, however, as di.stinguishcc 
from the extent of this property, is not considerable ; ii 
1877 the receipt from communal property, including othei 
items than land, was only 51,702,694 francs, or little ovci 
000,000, .showing less than .£^40,000 increase since 1862 
These figures need some further correction, since a large 
amount of communal land has been sold, and in some case; 
timber has been freely cut down. Thus in 1877 over 24! 
million • francs were obtained from tho.se extraordinary 
resources that had for the earlier year 1862 yielded over 34 
million francs. It accordingly appears that a sum of about 
000,000 was the contribution from immovable pro|)erty 
for 1877 towards a total communal expenditure of about 
£, 2 ^,oco, 000 ?‘ It is plain that neither England nor France 
can hope for much financial advantage from public lands 
either general or local. The policy, or at all events the 
desire, of alienation has been too strong, as the speedy 
disposal of the confiscated estates of the clergy and 
the emigrant noblesse shows in regard to France.® Nor 

* Economic Interpretation of History^ 4^7 sq. 

* Say, Dictionnaire des Finances, s. v. ‘ budget Communal.’ 

* The most careful estimates place the amount of immovables disposed of 
during the revolutionary period at ;C220,000,000, i.e. £\2o,ooo,oooUn Church 
and Crown lands, j^ioo,ooo,ooo for those of the Imigris. Stourm, ii. 461. 
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are the cases of, Italy and Spain substantially different 
The heivy expenditure that the accomplishment of Italian 
unity necessitated was partly met by sale of the state lands, 
and at a later time by confiscation and sale of the posses¬ 
sions of the ecclosiSstical bodies sp numerous in that 
country. By 1886 over .^33,000,000 had been realised 
, ^through those sales, and by far the greater part of the lands 
‘had been disposed of. 

The countries of Eajtern Europe are differently situated. 
Germany, Austria, and Russia all possess large public 
estates—a circumstance that may be fully explained by 
the later growth of constitutional governmant in the former, 
and its absence as yet in the last-named. A State that 
cannot rely on taxation as a resource at need must proride 
other financial support, and taxation is productive only on 
the condition of general willingness to contribute. States, 
therefore, in which royal power has not been completely dis¬ 
placed by popular government will probably retain a larger 
amount of public land. The position of Prussia illustrates 
this proposition. The budget estimate for 1902-3 gives a 
gross receipt of 106,854,000 marks, and after allowing for 
the working expenses of over 46,653,0000 marks, there is 
a net revenue of about 60,000,000 marks, or .^3,000,000. 
The Bavarian domains are, in proportion, larger and more 
valuable than those of Prussia. The biennial budget esti¬ 
mated the yield for each of the years 1898 and 1899 at 
38,800,000 marks. Wlirtemberg, Baden, and Saxony also 
have large domains, chiefly forests. 

Austria and Hungary have each state lands and forests, 
the estimated.revenue in the former country from that source 
being over 5,000,000 florins, and in the latter 2,500,000 
ftorin.s.* Riussia is a more remarkable case: it illustrates the 
statement that the less the development of the society the 
greater is the proportion of public land. At the time of 
the great reform usually known as the emancipation of 

' The estimate for the Austrian domains and forests for 1S91 was less than 
500,000 florins (net revenue). 
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the serfs an amount, estimated at from tivo-fifths to one- 
lialf of the land of Russia, was held by the State. About 
eighty years earlier 10,500,000 serfs were found on the 
state lands, and in 1861 this number had increa.sed to 
23,000,000. The meisures of emancipation—so far as the 
state domain was concerned—consisted in a readjustment 
of the dues that were payable, which henceforth, in many, 
cases, assum^ed the form of taxation, either imperial or local 
Economic inquiries are said to shenv that rent has been 
evolved from taxation, but it is equally true that in many 
ca,ses taxation has passed into rent, or rent-charge. In 
some parts of kussia the state charges on the former 
imperial serfs arc higher than an economic rent, in others 
they are l»wer,nnd in the latter case they may be looked 
on either as a reserved property or as a land tax. It 
appears in this way that the income of the State as land- 
owner may approach very closely to the tax revenue that 
is imposed on land, and that the line of separation can only 
be fixed with reference to all the circumstances of each 
particular case. In addition to this wider form of state 
domain, the Russian government received, in the year 1900, 
over 76,500, cxx ) roubles from lands and forests, though the 
expendifure on the same objects (40,600,000 roubles) has to 
be deducted to arrive at the net gain.' 

The Indian land tenures present the same features even 
more forcibly. Under all the varying forms of a.sse.s.smcnt 
the principle that the State is ultimate owner has not been, 
in practice, completely lost sight of, cxcejit in the settlement 
of Bengal. Nothing ap|)ears more equitable than that this 
head proprietor should receive a share of tire increasing 
value of the soil. On the other hand, the machinery of 
assessment and collection is compulsory; it is nearer 
akin to the process of the tax-collector than of the land¬ 
lord, and the difficulty recurs of saying whether tht receipts 
are taxes or rent. The best solution of this question is 
arrived at when we see that in strictness they belong to 

' For the position of the state aerft, see Wallace, Russia, 105, 473, 553. 
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neither,class.* They differ most markedly from the rent, 
either customary or competitive, of a modern landowner, 
and more nearly resemble the dues of the feudal lord. 
They are just as distinct from the ordinary tax, and are not 
governed by the canons to which it o'ught to conform ; at 
the utmost they might be assimilated with the taxes on 
special advantages or monopolies, of which class the posses¬ 
sion of land is one example. Where the state dues are 
frequently revised in accordance with the movement of 
land values the approximation to rent is very close ; where 
they are changed in order to suit the needs of the State, 
they are practically taxation ; ^ but where, as is most 
common, they are fixed for long periods, or in perpetuity, 
they are really charges that may be capitalised at ‘the 
market rate of interest. The Indian Land Ta.x, with its 
great net return of nearly £20,000,000, has, at different 
times and in different provinces, shown each of the three 
features, but on the whole the rent-charge element has 
preponderated over the others. The lengthening of 
the period of .settlement, and the disposition to keep the 
assessment under the value, have both tended to this 
end. 

§ 3. European colonies, and more particularly the Eng¬ 
lish settlements in North America and Australasia, contrast 
remarkably with the preceding cases. The most prominent 
economic features in a new country are abundance of land 
with scarcity both of labour and capital ; land is conse¬ 
quently the cheapest of commodities, so much so, that it 
is freely offered in full ownership as an inducement to 
fresh settlers.'’ The progress of cultivation soon changes 
this state of things. The more fertile land is taken up, and 

^ * It is also fruitless to discuss exactly what the Oriental institution of a 
Land Revenue is, whether a “land tax,” or rent, or what. . . . Practically 
the discussioB is a profitless war of words, and we may be content to speak of 
the “Land Revenue” as a thing per se' Baden Powell, Land Revenue in 
Britiih Indian 49. 

* * It seems to me that the distinction between a tax and a rent is merely a 
matter of amount ,* and that if a land tax is so high as to absorb the rent it 
becomes in fact rent.* Campbell in Cobden Club Essays (ut scries), 130-1. 
Cp. Marshall, Principles {3rd ed.), 727 n. 
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acquires value from the growth of population. At first sight 
it seems that the State might derive important resources 
from a reserved charge on its land, or, by adopting the 
simple expedient of l#asing it out, instead of giving it away, 
would obtain a share of the increase* in its value. The 
Wakefield*system, though not designed for financial ends, 
sought to secure a higher capital return for land that wa% 
sold, at the same time applying the funds so derived for 
the promotion of immigration ; hi fact, increasing both 
colonial receipts and expenditure. The advantages of free 
access to land are, however, so great in a new country, 
the effect on economic development of a speedy growth of 
population is so considerable and so easily perceived, that 
no effectual mlithod of limiting the occupation of the soil 
in full ownership has been continued. The United States, 
the various English colonies, and the South American 
republics have all found that nothing is such a stimulus 
to immigration as full liberty of acquiring vacant land. 
For this reason the revenues of those States from land 
are, comparatively speaking, small, and for obtaining the 
necessary funds recourse must be had to other forms, 
principally indirect taxation. As examples it appears 
that in 1889 the United States obtained over ;fr,6oo,ooo 
by the sale of public land.s, but against this the expenses 
on the same account have to be set off, and the result 
.seems to be that on the whole there is a loss on the state 
lands: they really are an item of expenditure, not of re¬ 
ceipts.' For the financial year 1892 -3 the Canadian land 
receipts were a little over £6^,000, though it^is hoped that 
in future years the return will be greater.* In the same 
year the Australasian colonies received ;f4,150,000.* Thus 

^ * Except for the period 1830 to 1840 the lands have been a drain upon our 
finances. At the end of tlie financial year 1882 -3 the govcrnmtnt was out of 
pocket .... in the sum of more than $126,000,000.’ Hart, Essays on 
American Government^ 241. 

* The precise figures are— 

United States land sales, 1888-9 ... ... . $8,038,65179 

Omada land revenue, i89I'-3 . $365,117 

Australasian colonies, 1891-2 . -1^41*49.^96 
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neither in new nor; in old countries are state lands one of 
the main supports of the financial system. It requires an 
extraordinary combination of circumstances, as in the case 
of India, to create an exception to this general rule. 

§ 4. The apparent advantages of a ‘large state revenue 
from land and the peculiar nature of the income received 
' tom the use of superior natural agents have suggested the 
advisability of dispo-^sessing all private owners and reverting 
to the primitive .system of public ownership. Whether 
levied under the name of rent or of the single tax, this plan 
of imposition involves the confiscation of all e.xisting rights 
in land. Its bearings, when regarded as a form of ta.xation, 
belong to the theory of that part of our subject, but we 
may at present notice it in so far as it advoezites jEni e.xte'n- 
sion of state property. And here there is an evident dis¬ 
tinction to be made. In one form of the propo.sal, e.xisting 
owners arc to be compensated, when it simply amounts to 
an extension of the state domains by purcha.se. In the 
other and more drastic form no compensation is to be 
allowed. Owners of land, no matter how acquired, 
are to be compelled ..to surrender their incomes from 
this source to the State. It is not nece.ssary to char¬ 
acterise the morality of this scheme, but its financial 
attractivenes.s, at finst sight great, is much dimini.shed on 
clo.ser examination. The disturbance of economic relations 
and the general feeling of insecurity that the adoption of 
such a measure would produce, even on the assumption 
that it could be carried into effect without a revolution, 
would go far to reduce the productiveness of land to the 

The proportion of land revenue to the total receipts in each of the last- 
mentioned colonies was as follows :— 

Western Australia . 14*4^ per cent. 

New South Wales . 21*08 ,, ,, 

Queensland . *9*56 ,, ,, 

^outh Australia . 9*14 ,, ,, 

Tasmania . S 08 ,, ,y 

New Zealand . 7*97 ,, 

Victoria. 6*72 ,, ,, 

Averatre . ir82 ,, 
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State, and to lower the incomes of oilier class<is of the 
society in whose interest the measure is advocated. In 
another way, too, the gain, would be reduced. The large 
amount of general anil local taxation at present raised from 
land, as also the necessary e.xpenditure for keeping it in 
proper condition, must be deducted before the net advantage 
to the Exchequer can be known. Besides, all the difficul** 
ties attendant on state management of •land would e.xist in 
at least equal strength if it were acquired without paying 
its fair value.* 

55 5. From these far-reaching and unsafe theoretical plans 
we may now turn to the actual questions connectetl with 
the public owncrsln’i) of land. They are divicletl into 
two grouj^, th<? first of which considers the advisability of 
the State retaining its domains, and the second, taking the 
retention as desirable, investigates the best methotls of ad¬ 
ministration. As the former com [irises the already noticed 
question of land nationalisation with full comiiensation, we 
shall find it convenient to commence with it. 

At the ojiening of scientific economic inquiry the treatment 
of state lands was a subject for discussion, (jerman writers, 
c.g. Justi, favoured their retention as being a better source 
of inconie than taxation, but the tendency of the new doc¬ 
trines of the Physiocrats and Adam .Smith was in the 
opposite direction. Taxation in the form of a direct 
charge on the net revenue of band was regarded by the 
former as the pro[)er su[)[)ort of the State, and the latter 
has unequivocally pronounced in favour of the alienation of 
the public domain. ‘ The revenue which in ^any civilised 
monarchy the crown derives from the crown fands, though 
it appears to cost nothing to indivitluals, in reality costs 
more to the society than jierhaps any other equal revenue 
which the Crown enjoys. It would in all cases be for the 

^ The idea of state ownership of land, based on an application of the economic 
theory of rent, 6rst appeared in James Mill's hiements. lie was probably led 
to it by his study of India. J. S. Mill, in the later years of liis life, maintained 
a like opinion, which in later years has been urged with much enthusiasm by 

Henry George, and in Australia by Mr. Syme. 

N 
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interest pf the society to replace this revenue to the crowi 
by some other equal revenue, and to divide the lands amonj 
the people, which could not well be done better perhap 
than bj' exposing them to public salot’’- 

The reasons given in favour of this' policy are clear am 
simple. Firstly, the lands held by the State are managei 
■■io badly that the revenue of the society would be increase! 
by their alienatiouf since the produce obtained from then 
would be larger. The' price obtained by the governmen 
would go to discharge liabilitie.s, and therefore the amoun 
of receipts, if not larger, would certainly not be less ; anc 
finally, the improvement of the alienated fands, under th 
management of private individuals, would, by adding t 
the source from which taxes are drawn, make tnei 
yield greater. The case as so presented is a strong on( 
and, in the main, convincing. Nevertheless, the Germai 
writers on finance have regarded this view of Adar 
Smith’s as one-sided and exaggerated. Ilis condemnatio: 
of state property is, it is said, too absolute, and variou 
arguments in favour of the retention of state domains hav 
been put forward. Thus the advantage of such propert 
as a security for public loans is suggested as a reason fo 
its retention ; also its use as supplying model e.states o 
which imi)rovement.s may be introduced as a means c 
instruction to agriculturists. The political gain to th 
Crown from posses.sing an independent .source of in com 
and the prospect of the value and return of land ir 
creasing through the prcjgress of society, are given as furthe 
reasons ii\ favour of retention. Most of these pleas ar 
unfounded : if public lands are a security for loans, thei 
sale would prevent the need of borrowing. The roye 
income is just as secure when settled on the civil list; n 
matter what be its form, a revolution will disturb it. Th 

' Wealth of Nations, 347. Cp. the opinion of Burke, * A landed estate 
certainly the very worst which the Crown can possess. All minute and disperst 
possessions, . . . which retjuirc a continued personal attendance, are of 
nature more pro[>er for private management than public administration 
iilMJCch on Kconomical Reform (17S0), Works, ii. 79. 
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value of model estates is a distinct an(j separate^question, 
and belongs rather to expenditure than to revenue, so that 
the only valid argument remaining is that derived from the 
growth of rent or unearned increment. The questipn, how¬ 
ever, remains, whether this very gro'wth is not in great 
measure due to the incentive that private ownership of 
land gives, and which is removed by state appropriatiopr* 
Still it must be admitted that, more especially in the case 
of land suited by position for Lftiilding sites, there is a 
decided, advantage in reserving the constant increments of 
rent for public use ; and that any equitable mode of accom¬ 
plishing this ^nd would be deserving of approval. The 
retention of state or crown lands is of itself by no means 
su?ficient,for the purpose. Kven in Germany or Russia the 
proportion of public land really at the full disposal of the 
State is only a fraction of the whole, and the part of it that 
is situated within urban districts is much smaller, so that it 
appears that under actual conditions the difficult question 
of unearned increment in connexion with ground rents 
must be solved, if solved at all, by special taxation. The 
contention of Adam Smith therefore holds good, that in 
general, from a purely financial point of view, the sale of 
lands irt order to clear off debt or meet e.xtraordinary ex¬ 
penditure is expedient. Underlying the discussion in the 
Wealth of Nations there are, it should be noticed, some 
assumed conditions that did really correspond to the facts 
in Adam Smith’s time. These are (1) the existence of debt 
on the part of the State. While it is financially wise to 
dispose of property yielding small returns ir^ order to dis¬ 
charge obligations paying a high rate of inferest, it is not 
equally clear that alienation of property to meet current 
expenditure is justifiable. Expenditure of the normal kind 
should be met by equally nornhxl receipts, and the sale of 
land is not of this nature.^ Unfortunately, the case of com- 

* The Australasian colonies, incorrectly as it seems, have placed sales of 
land among current receipts ; a partial exception is found in Victoria, where a 
small sum is carried to the Railway Construction Account, Vidtrian Year¬ 
book (1887-8), i. 140. 
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plete free(Jom fromiclebt is rather conceivable than actually 
existent, as every country has public debts to a larger 
amount than the sale of its domains would meet. (2) The 
expediency of selling tlje state domain: also depends on the 
available market. In most Europekn States in the 
eighteenth century there was no difficulty in finding an 
' Open market for the amount of land held by the sovereigns. 
Hut under other circumstances it would be hopeless to 
expect that large mas.ses 'of land could be sold at their proper 
value, owing to want of capital and enterprise on the part 
of individuals. Such is plainly the position of India in 
those cases where the land ta.x is really a rent.^ In ad¬ 
dition to the political and social evils there would almost 
certainly be a financial loss from forced salcfS. The same 
statement would hold good for all new countries where the 
sale of land depends on the demand of fresh settlers, and 
where the amount disposable in any one year is limited. 

The evident conclusion seems to be that the function of 
the St.ate as owner of agricultural land is sure to decline in 
importance with the advance of society. The proportion 
that the quasi-private income of the State bears to tax 
revenue becomes smaller in the course of time ; and as the 
industrial domain has in certain directions a tendency to 
expand, the falling off in the yield from rent must be very 
decided. Though this will be the probable final result, it is 
also true that for a long period the management of state 
lands will be of practical interest in some countries, and 
will always remain as a problem of financial science. If 
the State, thr,ough its central or local organs, is the owner 
of landed property, it is desirable that property so held 
should be wisely managed. 

§ 6. The methods of administering state lands may be 
reduced to the same classe#as those existing in the case of 
a large private owner. As in the latter instance the estate 
may be worked by the proprietor or let out to tenants, so 


' The sale of fee-simple estates to Kuropean settlers is emphatically one of 
those exceptions that prove the rule. 
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may public property be either directly ijiider stat^ adiiiiiii^i- 
tration or be leased to private individuals. The former 
system is probably the earliest. The capitulary of 
Charlemagne, entitl^jd de villis, contains a set of rej^ula- 
tions for the management of his manors, and in Germany 
several parallels are to be found,’ but the saine influences 
that cau.sed land-owners to abandon farming by bailifi* 
•affected the royal estates. A direct financial gain was 
procured by letting the land to K.‘nants. 'I’o work effec¬ 
tively a large area of land requires a good deal of caiiital 
applied with intelligence, under diligent .sn|)crvi.sion. All 
the.se conditiiTns were wanting in iiublic or royal manage¬ 
ment, and therefore the economic advantages of the tenancy 
system lyere Kx) great to be disregarded. The method of 
direct state .administration as a financial jiolicy has no 
siqiporters.’ 

The dealings of the State with agricultural tenants ought, 
it is plain, to be modelled on the system of a jirudent 
landlord. There is no possible reason why the treatment 
of state domains should tliffer from that applied by private 
owners to the man.agemcnt of their properties. In two 
respects, indeed, the nature of the [lublic power has peculi- 
arities’that affect its dealings with land. It is of longer 
duration than the individual owner, and it has necessarily 
to act through .agents. A result of the former is the possi¬ 
bility of longer agreements and a more continuous policy in 
the system adopted : the latter makes the use of definite 
rules desir.able, in order to [irevent corru[)t action on 'the 
p.art of officials. Kven as regards these .s|jecial features 
there is not much difference between state’jiroperties and 
those of the largest class of ICnglish owners where the 
method of estate man.agement is handed on unchanged 
for generations, and most of the administrative work h.as 
to be done by paid representatives.^ 

^ Roschcr, § II. ® Not even Wagner, rp. i, 540-1. 

• An interesting description of estate management is given in Escott** 
Englandy ch. 3. The following passage Ijears out the view in the text; *The 
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The earliest agtsicultural tenants are probably to be 
found in the serfs who cultivated the soil and paid rents in 
labour, or produce, or both. The advance in personal 
liberty freed these cultivators from, many of the more 
degrading incidents of their tenure, ai'id by degrees they 
became established as free tenants paying money rents. 
' ffi another way a class of larger tenants was created. 
Officials in charge ipf land were bound to account for a 
certain return, the surplirs, if any, going to them ; and this 
function of collecting dues, with the obligation of giving a 
fixed quota to the sovereign, became in many cases tenancy 
passing later on into ownership. 

The application of what are called ‘ commercial principles ’ 
to the letting of land is of comparatively recent introduc¬ 
tion, but it is only at this stage that the idea of conscious 
choice between dificrent systems, hitherto followed through 
the blind influence of custom, comes prominently forward. 
Three forms of tenure arc possible, viz. (i) tenancy from 
year to year, or in popular language ‘at will,’ (2) lea.ses for 
years, and (3) heritable, extending to per[)etual, leases. 
The first form has been almost universally condemned, 
though under the fair and impartial guidance of a public 
department it would be free from some of its most 
objectionable aspects. The undue increase of rent and the 
discouragement to improvements characteristic of the 
tenure would neither of them be likely to happen under 
state management. Leases for years are, however, free 
from even the chance of such evils, and it is perhaps' wise 
to adopt this system, as otherwise the example of the 
public estates might be put forward to justify the conduct 
of private owners in adhering to yearly tenancies. The 

Crown and the Ecclesiastical Commissioners are at the present moment the 
most extensive land proprietors in England, having the management of pro- 
uerties with a rental of upwards of ;^400,0C)0, situated in all parts of the 
United Kingdom. These are administered upon practically the same principles 
which obtain in the cases of the large landed nobility,’ 37. Sec also (he 
evidence given to the Royal Commission on * Agricultural Depression,’ i. 
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e.xact number of years to be given in yie state leases can 
hardly be decided on general principles.* The tci*ni should 
be long enough to give full room for the application of the 
tenant’s industry an^ capital, while in the interest of the 
public it should not exceed the timi during which’a large 
increase in the natural value of the land takes place 
Provided that full allowance is made for the tenant’s, 
improvements, thirty years seems ^ a fair i)eriod, aild 
sufficient to eliminate the effects of casual disturbances. 

. Older than leases for years is the system of hereditary 
lease (^lirbpacht) that has from early times been connected 
with public property. The ejiiphyti’usis —the form that 
it takes in Roman Law - was originally developed on the 
estates <jf miwuci[)alities, and in the Middle Ages e cclesias¬ 
tical bodies wei'c foremost in granting similar tenures.^ 
The advantages to a cor])oration of oljtaining a settled 
rent without the trouble of sigjcrv'ision and calls for e.x- 
penditiuc are greater than in the case of a single owner 
who hopes to gain extra rent by his att(;nlion and outlay, 
and, when combined with fines for change of possession, 
the revenue obtained is generally satisfactory. Neverthe¬ 
less the hereditary lease is in reality a step towards 
alienation. The tenant holding by this tenure is part 
owner, and in course of time tends to t.ake the position of 
full owner subject to a rent charge ; more es|)ecially is 
this true when the fines, as usu.illy happens, arc redeemed 
by a fixed payment. The head landlord,—/. c., with regard 
to public lands the Sbttc—is substantially a creditor entitled 
to certain remedies if his obligation is not paid. What 
seems the most prudent policy, alike on fnuiTicial and social 
grounds, with respect to state management of property, is 
to follow the system adojjted by the best individual land- 
owners, and the forms between which choice will generally 

^ For the origin of the Emphyiensis^ sec Gaius, /us/i/u/asy iii. 14$; cp. 
the Aforamenlo in Portugal described by Lavebrye, Cobden Club Jissaya 
(ist series), 241. 

* Thus the Eniphyteuta had for his remedy the tililis adio in rent closely 
analogous to the Vindicatio or owner’s remedy. 
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lie are the lease .for a sufficient term of years and. the 
hereditary lease ; the former is financially the wiser, but 
special circumstances may make the emphyteusis —to use 
the old title—more convenient, in yhich latter case the 
land revenue is practically converted kito a fixed charge. 
Leases for lives are open to the objection that they are un¬ 
certain ; but by judicious regulations as to renewals, much 
o’f the evil of insecurity can be avoided. 

The modes of letting, vacant farms, the duty of supply¬ 
ing buildings and permanent improvements, and the form 
in which rent is to be received, have all been carefully 
discus.scd in the older financial treatises. 'Most of the.se 
questions belong to practical administration, and are, more¬ 
over, not of great interest in modern times, ^ert^in plain 
rules, may, however, be stated. The claims of successors 
to the late tenant should not be overlooked ; it is better 
for the tenure to he continued without break, and therefore 
the que.stion of new letting ought rarely to occur. When 
it does, the best mode of dis[)osal will depend on the cir¬ 
cumstances of the [)articular district; with capitalist farmers 
letting to the highest bidder is admissible, and it excludes all 
chance of unfairness. But where, as notably was the case 
in Ireland, there is e.xaggerated competition for land, the 
amount of rent payable over a .series of years by a solvent 
tenant should not bo exceeded. In such cases a sale of 
the interest, subject to a fi.xed rent, seems the best course. 
The supply of suitable buildings and the institution of 
permanent improvements must, under a .system of short 
leases, be carried out by the State, but the modern plan of 
advancing publjc funds for improvements could be easily 
applied, the interest on loans being added to the rent 
and paid at the same time. Hereditary leaseholds may be 
safely left to the tenant, as he gains all the benefit of 
improvements. The form of rent ought clearly to be, as 
far as possible, in money. Special conditions may make 
payment in kind more convenient, but this mode of 
receiving rent should be only temporary, and all reasonable 
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efforts be tried to introduce the more jlefiiiite .system of 
money payments. Kven where for practical convenience 
the rent is a fi.xe<l part of tlie total produce, the actual 
p<a3UTient had best be^in money, the various articles being 
estimated at their iTioncy value.' 

§ 7. \Vc are now in a position to deal more fully with 
the e.xpediency of extending the state lands. In their*^ 
extremest form plans of this kind ainj at the acc|uisition 
by purchase of all private lairded property. More 
moderate proi)osals seek to increase these |)os.sessions in a 
smaller degree. Anj'plan of the kind, even when limited in 
the most careful manner, is open to overwhehning objections. 

It amounts to the creation of a new public department 
engaged jn countless dealings with what is the most 
intricate and complicated form of property ; arrangements 
as to valuation, the renewal of leases, allowances for 
improvements, abatements for unexpected losses, the 
maintenance and audit of innumerable accounts would 
all fall to the lot of the department. It would, on the 
supposition of purcha.se, have to pay interest on a large 
iunount of debt. There woukl be little hope of a 
favourable financial result under such conditions. In 
short, We may say that if land-nationalisation without 
purchase is i)al])ably unjust, land nationalisation with 
purcha.se is as evidently incx()cdient. The same argu¬ 
ments apply to smaller acc|uisitions of land. They have 
little chance of being remunerative, while the^' .so far 
contract the sui)ply of a much rlesircd commodity, and 
they necessitate a class of administrative duties of 
exceptional difficulty. If the alienation of state lands 
should only be carried out with due care and deliberation, 
the acquisition of new estates can only be justified on 
non-financial ground.s. Practical jjolitics clearly conform 
to this rule of prudence. State lands are often alienated 

' The transition to money payments is a mark of advance. Thi.s took place 
in England in the 12th century. See tlie Dialogue of ilie Exchequer, Book i, 
in ch. 7, Stubbs, Select Charters^ 193-4. 
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and selc^m acquijed, and in these latter cases there is 
generally some social or political reason as the actuating 
cause. We may look on the slow decline of the state 
domain, as one of the permaneiyt facts of financial 
development. ' 

§ 8. So far we have confined our attention to the case 
•kpf cultivated land—of ‘ farms ’ as Carey would say—• 
where the ordinary economic motives operate with 
considerable force. The State, it would seem, had best 
avoid entangling its interests with the difficult questions 
of dand tenure, and can hardly expect any financial 
advantage from retaining its orynership of*land. It does 
not follow that with regard to other closely allied forms 
of extractive industry it may not be c.xpcdient.to retkin, 
or even extend, public ownership. The principal example 
is affortled by forests, and in their case the wisdom of 
alienation is far less clearly established. Individual self- 
interest is not in the same general agreement with public 
advantage as in the case of ordinary agriculture. The 
creation of a forest is a work of time and technical .skill 
which can hardly bring in recompense to the originators, 
and existing fore.sts are a ready resource for the em¬ 
barrassed owner. Moreover, forestry is only applicable to 
large tracts of land, and is most profitably carried on 
where the soil is of little use for other purposes. The 
estate of the large owner is, as we saw, not very differently 
managed from the state domain, and therefore some of 
the usual arguments against public ownership lose their 
weight. There is, besides, the important effect of suitable 
plantation ort climatic conditions, and in some countries 
the need of wood as the only available fuel. There is 
here a striking e.xample of failure in that harmony of in¬ 
dividual and general interest which was so enthusiastically 
set forth' by Hastiat and became a ‘ watchword ’ of what 
was supposed to be ‘ Political Economy.’ The case 
against not simply state ownership, but even direct state 
management is accordingly deprived of its foundation ; 
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while the promotion of his own interest had be.st l>e left to 
the individual, the interest of the community cannot always 
be safely entrusted to his hands. The real questions at issue 
are to be decided by^estimates as to (i) the influence of 
other than purely seh-regarding motives on the proprietors, 
(2) the amount of general interest that is jeopardised by 
the possible action of individuals, and (3) the probabilitj^* 
that public management will secure Uhe desired results. 
In reference to the first, it has been universally remarked 
that large proprietors are in many cases willing to give 
up a portion of present wealth for the future advantage 
and beautifying* of their estates, while peasant proprietors 
show /lo such disposition, but, on the contrary, .seek 
imiTiediat^gain by the removal of valuable timber.* The 
inattention of the State to forests in haigland compared 
with Continental countries is partly c.xplicable on this 
ground. English proprietors have done at their own cost 
what foreign countries have to .secure at the public ex¬ 
pense. Another reason is to be added. The supply of 
fuel in England is not dependent in the smallest degre.; 
on the cultivation of timber, and the recent developments 
of naval architecture have destroyed the importance of 
forests as a source of shipbuilding material, the object to 
which the Woods and Forests De()artment principally 
attended. Considerations of climate are besides of less 
weight in the case of islands subject to the equalising 
influence of the sea. Wc can thus easily understand the 
peculiar attitude of England and the reasons for the very 
’different policy of the Indian Government, where the 
circumstances are in all essential points r<iVcrsed. The 
chance of succe.ss in state administration of forests depends 
on the application of the best scientific and technical 

* ‘ Presque partout le paysan n’aime pas la for 4 t, dans le Midi il n’aime pas 
Tarbrc ; il n*a qu’une faible id^e d’utilit^ indirecte dcs chosc.s. Les jjrandcs et 
Ics moyennes proprietes, les pares, auxquels s’aitaque la frivoliiedtfmocratkjuc, 
rendent k ce point de vpe de reels services i lacommunautc.* -Ix*roy-lieaulieu, 
jSicU Modemey 124. The cutting of trees by peasant purchasers in Ireland is 
a good illustration of this general tendency. 
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ability ^ the woi)^, which can only be attained by effective 
organisation. Among examples we inay mention the 
Indian Forests Department and the Prussian administra¬ 
tion. The benefit of a .sound method of dealing with 
this part of the public domain is not mainly financial, 
though good management may make it yield a surplus. 
15ut, as appeared in dealing with expenditure,* it is quite 
possible that the general revenue of the State may have 
to contribute for the maintenance of the requisite plant¬ 
ings, in which case the policy has to be judged as a matter 
of expenditure. 

§ 9. The necessities of practice have ted States to a 
recognition of the special advantages of directly controlling 
forests. In all nations they form the largest part of "the 
public land ; the figures for France have already been 
given, and the same general features mark the position 
in other countries. The broad result is that about one- 
third of the forests of Germany is held by the States; 
about one-sixth by communes and quasi-public bodies; 
very little over half remaining in private ownership. In 
Austria one-fourth belongs to public bodies, and in Norway 
pne-eighth. 

The excess of forests over other state land Is easily 
explained when we call to mind that they arc the last 
remnants of the old common property. To a primitive 
community land with timber is of little service. When, at 
a later time, wood rises in value the one aim is to clear the 
soil as speedily as possible, and land still under trees is 
waste. The fact that planting often succeeds best on poor 
soil tends to' confine it to land of this kind, since more 
fertile land is turned to other and better u.ses. The recent 
movement towards reafforesting is for the same economic 
reason directed towards inferior land, and it is only by 
adopting this policy that new forests can be made even 
tolerably remunerative. There is almost a consensus of 
competent opinion in favour of state attion for the pur- 
' Supra^ Bk. i. ch. 6» § 3. 
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pose of increasing the area under trfes, and ,directly 
administering those areas by a skilled and well-organised 
staff.! 

Most European corjntries have a considerable area of 
uncultivated land which would be particularly suitable for 
planting, and a well-considered .system of purchase by the 
State, perhaps accompanied and facilitated by the sale of 
the other parts of public landed property, is likely to be 
advantageous. The financial results cannot be of much 
importance. Prudence and judgment may, however, save 
a good deal of unnecessary ex])enditure and combine the 
two ends of public economy—utility and saving of effort. 

§ lO. The division of control over landed property 
berween Uie central and local governments can hardly be 
arranged on general principles. Historical cr)nditions and 
the special features of each case arc the principal factors in 
the settlement. Management by a central rleparlment is 
open to the dangers of la.xity in administration along with 
pedantry in the application of infle.xible rules. Public 
estates so placed Ikivc all the defects attributed to the 
absentee proprietor. Local bodies have <a different but not 
less serious drawback, viz., the danger of jobbery and 
intrigue'in the administration of what ought to be ai)plied 
to the best advantage of the community. This evil is of 
varying magnitude according to the size of the body. 
Among the larger German .States, as, Wtirtemberg or 
Baden, it disappears completely. In a small French or 
Swiss Coinniuiie it is at its ma.ximum. The dealings with 
public or quasi-public propraty by small cornoratc bodies 
need to be carefully controlled and reguktted, and this 
necessity has been recogni.scd. Thus the French Coininuiies 
are unable to sell or grant a lease of their lands for more 
than eighteen years without the sanction of the Prt-fet in 
the council of the Pr^fecture.^ The property of British 

* Leroy*Beaulieu, i. 46-66, 91-2 ; Wagner, 1. 571 sq. ; Rosclicr, §| 16, 17. 

* Say, Dictiontiaire des Fiuaucti^ s. v. ‘Communes,’ 1120; sec also 
/. V. ‘Alienation,* 117-8. 
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corporations has ijfi former times suffered from the want of 
such control, as has also that of the Swiss communes. 
When local government is applied to a sufficiently large 
area, and public spirit is operative, landed property is 
generally better managed than it wciuld be by a central 
department. The concessions to tenants are more liberal, 
but, except where the land is within an urban district, its 
sale is probably advisable if there is a local debt sufficient 
to absorb the purchase *money: where this is not so, there is 
the danger of the price, which is really capital, being treated 
as current revenue. The retention of building sites by 
corporations i.s, where practicable, the hapfiiest solution of 
the ve.xcd problem of taxation of ground rents, and their 
alienation should not, unless in the exccf»tion;jJ caseS of 
extraordinary pressure or special encouragement to small 
proprietors, be sanctioned. 

The above considerations are in some degree modified 
with regard to forests. So far as the inhabitants of rural 
districts obtain fuel from the communal possessions there 
is no rea.son to object to local management. But in modern 
times the need of husbanding and developing the national 
forests has become too important an end to be surrendered 
to the care of persons whose views are from the nature of 
the case certain to be limited to a particular district and 
to present advantage. The result has been a very general 
centralisation of management in this respect. France, Italy, 
Switzerland, and the United States have all dealt with the 
matter as one for the central government. The Swiss 
cantons, so jealous of their autonomy, have not refused to 
surrender thd.control of forests to the Federal government. 
All the conditions that we noticed in a former chapter as 
tending in favour of central management are in operation 
here. General interest, need of trained intelligence, and of 
unity of control make it expedient to continue the policy of 
centralisation. 



CHAPTER III . 

THE INDUSTRIAI. DOMAIN 

§ I. In the preceding ch.nptcr the grailual decay of state 
revenue from landed property has been considered. Special 
circumstances Inay preserve a comparatively large amount 
of agricultural posse.ssions in the case of some nations, but 
so long as the present .systeTn of private ownership and free 
competition continues—and it is only to societies resting 
on that economic basis that attention need be directed— 
no large part of the State’s resources can, sjjeaking 
generally, be obtained through the rent of public lands. 
The universal tendency c.xhibited in countries so widely 
.separated in all re,s[)ccts as England, the United States, 
and India is towards a relative, or even an absolute, decline 
in the revenue derived from this form of receijits. 

Another class of public property docs not so clearly show 
the same movement. The industrial domain, if it has been 
contracted in some dirqctions, has been enlarged in others, 
and its position in state and public economy is deserving 
of the most careful examination. For this ^)urpo.sc it is 
best to take the leading groups of industritil activity, be¬ 
ginning with that which belongs to extractive industr)% 
and is tonsequently nearest to agriculture and forestry. 

§ 2. Besides the retention of agricultural land and forests, 
the State has in most .societies regarded mines as’belonging 
to itself. Thus the famous silver mines of Laurium were 
an important source of revenue to the Athenian people, 
who let them out on lease. Rome retained its salt mines 
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and moi^opolised sale of the product. As the Roman 
dominion extended by conquest the mines of the provinces 
came under its control. The modes of management applied 
were different in respect to the variews minerals, gold and 
silver mines being directly worked by the state slaves, and 
other mines conceded on lease or abandoned to private 
..working, subject to a tax proportional to the produce. 

The mining laws.of mediaival Europe were affected by 
feudal ideas ; they plaeed the right over minerals in the 
‘Lord’ or 'Seigneur' and the influence of this .system can 
be traced at present in the English law as to gold and 
silver rnine.s. The desire to encourage mining industry, 
and the need of gaining revenue for the sovereign, both 
tended to restrict the rights of landowners with respect to 
what lay beneath the surface. Hence the .system of ‘ free 
mining,’ under which the discoverer was entitled to open a 
mine against the landowner’s wi.sh, subject to the payment 
of royalties to the State {Hergn'gal), became usual.^ Not¬ 
withstanding this growth in Continental States of a separate 
projierty in mines, some countries retained much of their 
mineral wealth as public property, more particularly where 
the landed domain also was extensive. The various parts 
of the German Icmpirc are noticeable for their statd mines, 
though the distribution of these sources of w'calth is far 
from uniform. Priussia owns coal, iron, lead, silver and 
cojrper mines, which (including the value of the partially 
worked-up products) contributed in 1901-2, ig2,^i6,ooo 
marks £ross revenue. Austria, Russia, Spain, and India 
also possess some mines as state property, though they are 
practically conceded to private owners. The financier is 
not much concerned with this part of the public possessions, 
as the net revenue obtained is small. The mines and 
mining works of the Prussian government in 1901-2 gave 
only 33,794,000 marks (about ;^i,690,000) as their net yield. 
Salt, which in many countries contributes very largely to 
the public resources docs so through taxation. 

* Roscher, Handel und Gewer bfieisSf § i8o. 
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Whatever be the net return from irunes, it sljould — 
economically considered—be dix ided into two parts, (i) the 
rent of the mine, and (2) the jirofiton its working, including 
the gain of elaborating the raw material obtained from it 
where this is done at the mine. 1'he fdrmcr is essentially 
the same as the rent of laud, though possessing some 
peculiarities due to the e.xhaustible nature of mineral pro¬ 
ducts, and is generally levied in propijrtion to the gross 
yield. Without state ownership it« might be applied as 
a special tax on private owners of mines.' The second 
element is plainly the result of the employment of capital, 
and should theffcfore coini>rise both ordinary interest and 
cmplo^-cr’s gain. The use of capital in mining is a highly 
speculative one» being most uncertain in its returns. 1 he 
receipts from the I'russian mines have varied much, and of 
course are dependent on the prices of the minerals pro¬ 
duced." It therefore seems desirable to give up this source 
of revenue by selling the mines to private individuals or 
companies, and applying their price to the reduction of 
debt; and from the financial point of view the wisdom of 
the policy of sale is indisputable. The continuance of 
mines as state [rroperty is due partly to the survival of the 
older forms of public economy in which ta.xation was 
subordinate to quasi-i)rivate receipts, and [lartly to views 
of economic p(jlicy. The danger of mineral supffiies being 
worked in a reckless and extravagant manner without 
regard to the welfare of future generations, and the dread 
of combinations by the pVoducers of such commodities as 
tin, copper, and salt, with the aim of raising prices, have 
both tended to hinder the alienation of state ithnes. There 
are fortunately other and more effectual methods of ward¬ 
ing off these by no means imaginary evils." The disposal 

On the nature of mining rents see Sorley, ; also Marshall, 

Principlesy i. 491. 

* Wagner, i. 609. 

* jevons, Coal Question^ 354 sq. The ‘rings’ lorme<l in the arlirle.s men¬ 
tioned in the text illustrate the danger, but in all cases the originators have 
suffered heavily. 
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of stat^ propert;){ does not carry with it a surrender 
of the right of state regulation where public interests 
require it. It is also possible to retain the ownership 
(dominium) in the State, giving long jeases to the capitalist 
workers, by which system the risk of market fluctuations is 
ill a great measure avoided ; or, finally, the net receipts from 
mining industries may be specially taxed. 

In one case the policy of sale may not be a wise one. 
When the particular product of a mine is taxed, the neces¬ 
sity for supervision compels the public officials to watch 
the proce.ss closely ; and under such conditions to place 
the whole business in the hands of the administration or of 
a powerful company may be the best course and prove the 
least inconvenient to all concerned. The principal example 
is in the ca.se of salt, which is taxed in most countrie.s, and 
monopoli.sed by the State in .some. Where the supply is 
obtained from mines there is an obvious advantage in 
keeping them in the hands of the State.^ 

§ 3. The modern State has not confined its activity to 
extractive industries. In the .seventeenth century, France 
started some of those model manufacturing establishments 
which continue to the jiresent, and possess so varied a 
character.- The German States followed a similar course^ 
and during the eighteenth century many artistic industries 
were founded under official management. The object was 
not financial; it was rather to supply a standard for private 
producers and to discharge the functions now supposed to 
belong to exhibition.s. The more costly products were 
intended for court use, or as gifts to foreign princes.* 

This class^of state factories has preserved the original 

' See Bk. iv. ch. 6 for tlie s,!!! tax. 

* ‘ On ne sc fail pas une iilcc dc tout ce qiic fabrkiue I’ilat en France ; il fait 
des lapis (les Gobelins), des ptorcelaines (Sevres), des cartes an Bureau d’ilat 
major, des gravures (au Louvre), de I’impriinerie (i I’lniprimerie Nationale): 
il fait des boiles d'allunietles, des cigarettes, il el^ve ties chevaux et des poulains 
dans ses haras ; il fait du vin h I’ecole d’agriculture de Montpellier.*—Gide, 
l!£coU NvuvelU, 18. 

• Wagner, i. 623 . 
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type, and is important only as giving e.xlmples of Superior 
work or supplying some state need for a certain commodity. 
But though financial aims arc not prominent in this depart¬ 
ment of public econorAy, there are opportunities for realis¬ 
ing a moderate revenue by careful management and securing 
a superior class of products. 

The latter consideration becomes of great importance 
when we pass to the method of supplying the larger public 
services such as the military and n&val forces. The diffi¬ 
culty of deciding on the best mode of meeting the manifold 
needs of modern armies and fleets is chiefly due to the 
conflict of financial and technical reasons.* As we shall .see, 
there are strong economic and financial objections to direct 
mahufactiue by the State. But in some cases it is essential 
to secure a high standard of excellence in the products. 
Guns that will not go off at tire right time and bayonets 
that bend under pressure are dear at any price ; and state 
establi-shments for the production of the.se articles are 
defended on the ground that in no other way can goodness 
of quality be guaranteed. The state clothing factories and 
flour-mills have been supported by like arguments, since it 
is assumed that complete supervision of private contractors 
is pracfically impossible. On purely financial grounds 
state industries of the kind are open to serious criticism, 
owing to the very defective system of keeping accounts 
which is characteristic of such establishments. The amount 
of invested capital is hardly ever properly estimated ; 
receipts that should go to capital arc assigned to revenue, 
and expenditure that ought to be met from revenue is 
defrayed from other state funds or by borrowing.’* To 

* The Report of the Committee on ‘ W;ir Office Organisation ’ (Cd. 580-581) 
brings out forcibly the dilhcuhies of this question, and particularly those sur¬ 
rounding the system of audit and the estimation of the cost of production. See 
particularly the evidence of Mr. Harris (pp. 380-7). 

’ This defect in state industrial management is very forcibly exposed in 
Cobden’s last speech in Parliament (July 22nd, 1864): ‘Throughout the in¬ 
quiries before Parliamentary Committees upon our Government manufactories, 
you find yourself in a difficulty directly you try to make the gentlemen at 
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meet tHIs evil it«'seems best in a developed industrial 
community to trust to private enterprise for the supply 
even of warlike implements. The growth of such factories 
as tho.se of El.swick and Essen ought to enable Govern¬ 
ment to dispense with the troublesome institutions that 
require so much attention and vigilance to prevent the 
' grossest abuses. Where there is not a fully grown system 
of industry it maybe necessary to keep up state ansenals, 
dockyards, and factoric.s, to supply wants that would other¬ 
wise remain unsatisfied, and it is, perhaps, partly to this 
earlier condition that we owe the erection of the state 
industries in question. Moreover, the po.ssibility of keeping 
down prices, by having an alternative source of supply in 
the not unknown ca.se of there being on'iy one private 
factory in existence, may be allowed in favour of state 
industry, though against it there is the risk of political 
corruption in towns that are largely supported by public 
outlay. Admitting then that the State’s manufactories for 
its own u.se arc necessary only in the earlier stages of 
development, and ought to diminish as society advances, 
we may go on to assert that the same proposition is true 
of public industry in general. The government of a back¬ 
ward country may rightly undertake works that would be 
quite uncalled for in more advanced nations. British India 
gives us numerous illustrations. The most promising agri^ 
cultural industries have been taken understate management 
and costly experiments have been tried. The best available 
evidence, however, leads to the conclusion that the greater 


the head of thesa establishments understand that they must pay interest for 
capUah rent for land, as well as allow for depreciation of machinery and plant.’ 
Speeches (popular ed.), 301-2. ‘The accounts rendered of this clothing 
department are most fallacious. I find that about ;^i5,ooo a year for fixed 
charges and interest of money have never been brought into the accounts at 
all, and that tjicrc is no allowance for rates and taxes,’ ib. 304. Cp. ‘ Although 
the victualling and other offices that carry on manufactures produce accounts 
by way of showing that they make them cheaper than they can be got by 
contract, this does nothing towards supporting their case, because ihcir 
accounts are all kept in so imperfect a manner that they cannot be relied on. 
Tamell, Financial Reform^ 162-3. 
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part of these well-meant efforts have bc(^ii unsuccessful, and 
they have in some instances been abandoned.^ 

§ 4. Thouf^di any very large system of state-directed 
industries is not lik*ly to be a financial success,_ and is 
besides open to otner weighty objectrons both .social and 
political, there are some exceptions to the general state¬ 
ment. There is no validity in a plea of l<iissca faire .set up* 
in opposition to special cases of state industry, when it can 
be shown that the interests of the community will be 
furthered by interference. The rule of non-intervention 
is nothing but a generalisation from experience, and holds 
good so far only as experience supports it. Where special 
reasons justify the action of the public power there is no 
ground for objecting to its employment. To avoid the 
opposite and more dangerous extreme, we should add that 
the advantageous conduct of certain industries by the 
State is no argument in favour of extending its activity 
to other and dissimilar cascs.^ 

In addition to the direct supiily of the needs of the 
public .services, which in some cases is a good ground for 
the State undertaking industrial functions, there is the 
important class of ca.ses in which the production of certain 
article.? is subject to heavy taxation. In such cases the 
placing of the absolute control of the process of production 
in the hands of a state department m.ay be a financial 
necessity, as the only effectual remedy against fraud and 
evasion. The French tobacco manufacture is probably 
the best example of this system, which is also c.xemplified 
in the llengal opium regulations. But the large receipts 
obtained from these industries are not in letrlity industrial. 
Scientifically speaking, they are a part of the revenue 
raised by taxation, the state monopoly being only a par¬ 
ticular form.’ The ordinary gains of a business are all that 

^ Hunter, Imperial Gazetteer of India^ vi. 515-6. * 

* These cautions, are particularly important a.s dealing with the very prac¬ 
tical question of the proper limits of municipal trading. 

• See Bk. iv. ch. 6; and, for particular forms, ‘Taxation through 
Monopoly,’ Economic Journal^ i. 307-325. 
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should be credited to it as ‘earnings,’ unless the extra 
amount is due to the suiierior efficiency of public 
management. 

§ 5. JTlie remaining cases, where the industrial action of 
the State may possibly be useful and has in practice been 
largely applied, may be grouped under two heads, accord- 
s. ing as they exhibit specially one of two characteristic 
features ; viz. (i) th(j,se industries in which there is a tend¬ 
ency to the creation of monopoly, or in which the establish¬ 
ment of monopoly is likely to prove economically advan¬ 
tageous, and (ii) the large and important industries that 
deal with communication and transport. Th'is classific.ation 
is unfortunately not completely distinctive, since the last 
group in many instances exhibits the features of. the first- 
mentioned one, but it is sufficient as a guide in discussing 
the principal points of interest. 

(i) The first group is not easily characterised and 
separated, but there are some general marks that may be 
taken as common to all the industries in question ; they 
are;— 

(i) The products are much required, and in some cases ab- 
.solute necessaries, or of high sanitary importance. (2) They 
are connected with special localities, and situation is an 
element in their advantages. (3) They are usually subject 
to the ‘law of increasing returns,’ and thus concentration 
and unity in management tend to cheapen the product. 
(4) Competition is not steadily operative even where no 
legal restrictions are imposed.* 

On coming to collect the industries that belong to this 
group, we fufther notice that they in great measure fail 
within the domain of local rather than that of general 
government, and are moreover chiefly due to the conditions 
of city life. The oldest, and one of the most important, is 
the supply* of water. Under ordinary circumstances this 

* The nature and characteristics of these industries are discussed by Farrer, 
State and Trade, 68 sq. j also cp. H. C. Adams, Relation of the State to 
Inoheetrial Aetion, and Science of finance, 263-4. 
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indispensable commodity is valueless .in the economic 
sense, and has usually been the stock example in economic 
text-books of objects that possess utility, but are not 
wealth. The growth ctf population in certain confined areas 
at once creates a greater demand than can be su[>pliecl 
from natural sources, and at the same time pollutes that 
limited amount. Fresh supplies must be obtainetl from a . 
distance,and often necessitate heavy ou^ay. In earlier times' 
this of itself made it incumbent 041 the .State to do what 
no private individuals’ association coukl accomplish, a policy 
extensively carried out by the Romans. In the modern 
period, the biTsiness of water-supply to cities has been 
placed in the hands of private companies, who have in¬ 
vented lar.ge arnounts of capital for the purpose. The rise 
of the sanitary movement of the nineteenth century, and the 
danger of monopoly on the jrart of the holders, have led to 
an extension of public activity, and to the purchase of 
waterworks by the municipalities. This tendency has been 
clearly shown in the United Kingdom during the last 
thirty-five years. Of the larger towns, London, Bristol, 
and Newcastle only are supplied by private companies, and 
the purchase of the London water companies is actually 
proposed. The receipts for water-supply by English local 
bodies in 1897 8 were over £3,600,000. In the United 
•States there has been a like movement. Out of 135 towns 
of about 10,000 inhabitants, 91 had municipal waterworks, 
the remaining 44 being supplied by companies. Con¬ 
tinental cities also, in many cases, have aepuired full charge 
of this industry: this is true of Berlin, I’ari.s, and Vienna, 
not to mention smaller towns.^ 

’ For the position of English municipalities, see the annual Reports of the 
Local GevernmenI Board. For the United .States, The relation of modern 
municipaliiies io Economic Associiition, ii. No. 6); 

also Ely, Taxation in American States and Cities, 47 sq. Nor (Jermany, 
Wagner, ii. 160-4 ; Roscher, § 158. Also Leroy lk-aulieu, Tiat A/odente, 
22S sq. ; Say, Diciionnairt cC^conomie politique, s. v. ‘ Kau dans Ics Villea.’ 
For an instructive comparison ).)etween Berlin and Paris, see Kowe, Gemeittde- 
finanten, ch. iv. In the last few years there has been a great development 
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The business of lighting has not as yet been so largely 
entrusted to public agency, but several leading British 
towns have acquired their gasworks: Manchester, Birming¬ 
ham, Leeds, Glasgow, Edinburgh,„and Belfast may Ije 
mentioned as cxairipics. The United States have hardly 
entered effectively on this branch of state industry. The 
most remarkable example of municipal gasworks was 
'that of Philadelphia, where they only had taken over the 
business in 1887, but sibandoned this system in 1897 by 
leasing the works to a company for the term of thirty years. 
This change in policy was the subject of much discussion 
and somewhat severe criticism, as it seemed to be oppo.sed 
to the prevailing tendency towards c.xtension of public con¬ 
trol.’ I herc are a few other ca.ses of municipal management 
in the smaller American towns. Out of the forty-four largest 
German towns, twenty-nine (including Berlin, Lci|)zig, and 
Breslau) own their gasworks, while Paris is supplied by a 
privileged company.^ 

Drainage and the removal of refuse, as well as other 
sanitary arrangements, arc usually regarded as a public 
function involving expense, though scientifically these 
operations are on exactly the same plane as the supply of 
water and light, and might be carried on as a. private 
business ; but in practice, as the .service is a general one, its 
cost is defrayed from taxation. 

The actually e.xisting forms of these public industries, 
and the line of development that they are following, are 
easily explicable. The rapid increase of public waterworks 
is due to the great importance of a pure supply of that 
necessary, to'Jlhe large quantity of it that is required for 

of municipal industries, specially in connexion with electric ligluing, and very 
keen controversy as to the expediency of this movement. See the evidence 
taken hy the Committee on ‘ Municipal Trading.' 

* See the'articles on the subject by L. S. Rowe, Annals of American 
Academy, xi. 301-23 ; and VV. S. Lewis, Quarterly Journal of Economics, 
xii. 209-24. 

* In addition to the worksgiven in the preceding notes, see James, The Afodern 
Municifalily ami the Has Supply ; and Tarrcr, State and Trade, ch. 11. 
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public purposes, and finally to the abscnqp of invention in the 
industry. Lighting, while it |)osscsscs some of the features 
just mentioned, is very different in the last respect. Until 
the contest between gas and electric lighting is ck^cd, the 
acquisition of either of these industries will be a financial 
risk that no prudent body will care to incur. 

§ 6. Without dwelling on further .Ictails, or considering ' 
the politico-social aspect of the movement, we need not 
hesitate to say that a new publio domain, yielding large 
gross returns, has within tlie last fifty years become estab¬ 
lished in most civilised States. The gas and water works of 
the United I^ngdom under municipal working give an 
estimated yiekl of about £y,OQO,ooo, and the similar Ucr- 
m'hn industries afford a considerable net return to the local 
budgets.^ It is quite p(wsible that in the present century 
such industries will give substantial aid towards meet¬ 
ing the heavy expenditure that town administration 
require.s.® 

On the other hand, there arc some financial aspects of 
the case which reduce this ai>parcnt gain to much more 
moderate dimensions. The purchase or construction of the 
needed public works has involved municipal gov'crnments 
in heavy debt. Thus the returns of Jinglish municipalities 
for 1897-8 show an outstanding deijt for waterworks of 
,^41,578,000, and of 5,800,000 fill- gasworks; there is 
further a debt of nearly ;^,3,ooo,ooo for market buildings. 
Adding these figures together, we get over £fx),ooo,ooo of 
actually c.xisting debt, besides what has been already paid 
off.^ According to the United .States Census of 1890 

' ‘ Waterworks .sre generally owned hy our iniinici|)altues, and gaswork.5 
rarely.’ Ely, 48. 

’ In 1891-2 Berlin obtained the following net profits: — 

Waterworks . 1,896,056 inaiks. 

Gasworks. 5,320,.150 ,, 

Making 7,216.506 mark.s, or over ,,6560,000. Rowe, pp, S7, 90. For 
1897-8 the gasworks yielded about s,ooo,o.X) marks. 

* Leroy-Beaulieii, i. 110. 

* The city of Berlin owed in 1892 nearly 75,000,000 marks {.^3,750,000) 
on account of its gas and water works. Rowe, 191. 
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about ;538,5 CX),oo(? of local indebtedness was incurred for 
waterworks. The interest on these loans has to be de¬ 
ducted from the gross receipts of the industries before a 
full estimate of their financial position can be made ; and 
though the actual debt-charge is enhanced by the sinking 
funds attached,* there is on the other side the cost of 
renewing the works after a period. Another deduction has 
also to be made, r On the assumption that the different 
public industries were deft open to private entcrpri.se, it 
would be possible to tax their profits, or, as most of these 
industries are monopolies, to levy a special charge on their 
gains. The right of supplying a large city may be sold to 
a company or let for a term of years, and the revenue thus 
obtained without risk or trouble applied to <he use of the 
municipality. By granting a long period, with the ultimate 
reversion to the local governing body, a large revenue 
would be provided for the future, and the difficulties of 
public management escaped. 

As in the case of mines and their products, any charge 
for municipal services that exceeds normal profit must be 
regarded as taxation. The profit of capital expended on 
public works is a part of the earnings or industrial receipts : 
so is any further amount gained by the low interest at 
which well-managed towns can borrovv, or the savings that 
monopoly, with the consequent check to waste by com¬ 
petition, may cau.se; but any additional charge for the 
supply of water, gas, or other .services is in fact a tax on 
the consumers or users of that service.^ We have noticed 
before this mingling of earnings and taxes in public 
economy. Another financial evil may possibly result from 
municipal industries. Instead of taxing the consumers by 
heavy rates, the administrators may reduce the charges 
below the profitable level, and so give what is in fact a 
bounty oh the commodity at the expense of the ta.x- 
payers. Where the article is required by the poorer members 

• See Bk. v. cH. 8, for an examination of local indebtedness. 

* Cp. Cohn, § 458. 
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of the community, the temptation to ^dopt this# course 
is very strong, but it really involves the transfer of the 
industries so dealt with to the hcati of expeiuliture ; from 
being a source ot revenue they become a charge pn the 
municipal'budget, atTd their 'dev'elopinent only adds to the 
public burdens. 

■ g 7. (ii) The second group of industries leads us back to^ 
the finance of the central power, and includes amongst its 
ranks the best known and most gcTierally accepted of all 
state em[)loyments. The Post Office has been regarded, 
even by the older economists, as an exception to the 
general rule against state interference in trade and industry. 

‘ It is, perhaps,’ said Adam Smith, ‘ the only mercantile 
prdjcct which has been successfully managed by, I believe, 
every sort of government,’^ and his opinion has been 
accepted by all his English followers, none but the 
extremest advocates of state abstention ever questioning 
the public management of this deijartment. 

State postal service originated in the claim of the 
sovereign to monopolise whatever affairs closely affected 
public interests, and in the need of communication between 
officials. Its development has been the same in its general 
features'in all European countries. At first the service was 
rendered by private persons, or by some specially privileged 
body {e.ff. in France the messengers of the University of 
Paris), and was finally taken by the State, though in most 
instances it was farmed out to a company. 

The English Post dates from Charles I. (there being little 
evidence for the earlier'dates of Edward IV. and Henry 
VIII.), and became a .strict monopoly during ♦Tic Common¬ 
wealth. After the Restoration, it was bestowed on the 
Duke of York, who retained it on his accession to the 
throne as James II. in 1685. The net annual revenue was 
at that date about ;{r 5 o,ooo .2 The growth of revenue 
during the eighteenth century was steady, and various 

* iVeaith of Nations^ 344. 

’ Macaulay, History of Englandy ch. 3. 
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improv^jments, such as the introduction of mail-coaches in 
1784, improved its position. The invention of railways 
and steamships further aided the expansion of postal 
servicQ, until in 1840 the introduction of the penny letter- 
post, on Rowland Hill’s proposal, vVidely distributed the 
advantages of cheap communication. Without in the least 
denying the wisdom of thi.s reform, it should be said that 
its real financial re,suit was not what is popularly believed. 
So far from improving the net revenue of the service, it 
actually lowered the gross revenue, and so far reduced the 
already deficient income of that period. In 1839 the gross 
revenue had been ;£'2,390,000, and tlid net revenue 
1,630,000. In 1840 the former fell to /■!,360,000, and 
the latter to ;^soo,ooo, showing a loss of over ;^i,i30,cAx); 
and this loss continued for several years : the gross receipts 
did not exceed those of 1839 till 1855, tlic net revenue 
did not recover its losses till 1864. Taking into account 
the growth that would have taken place even under the 
older system, it is plain that the immediate adoption of the 
penny post involved a sacrifice of financial resources.* 

Even during the last thirty years, though the mass of 
business has grown enormously, the net recei|)ts have not 
shown a proportional increase. They amounted in 1872-4 
to >^3,060,000, in 1883-4 they had risen to £^,222,^00, in 
1893-4 to £'3,749,000, and in 1901-2 to £3,999,000.^ 

The French Post Office was instituted by Louis XI. in 
1464, and carried on irregularly, till in 1627 the .service was 
better organised and improved. The business was farmed 
out in 1672, and the competition of the agents of the 
University 'af Paris was prohibited ; the yield increased 


> The reform is descrihed by one of the most so)>er of Engli.sh statesmen 
as ‘a measure of undoubted social and general advantage, but extremely 
inconvenient in a financial sen.se.’ Noilhcole, Twenty Years of Financial 
Policyy 9. It was opposed at the time by J. R. McCulloch ; see his Taxation 
and Fundinsy 327 - 32 * For an examination of the use of the Post Office as an 
agent for taxation, see Bk. iv. ch. 8. 

* These amounts do not include the telegraph service, or the payments for 
packets 
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from 100,000 livres in 1661 to 1,220,900 in 16^7, and 
1,400,000 livres in 1683. In 1699 the postal income was 
2,800,000 livres, in 1750 it had increased to 4,500,000 livres, 
and in 1788 it reached 12,000,000 livres. The metj'od of 
farming, so common* under the Auden Rt'ghne, made it in 
fact a monopolised private industry, on which the State 
levied a gradually increasing rent. 

The Revolution separated the carriage of letters from 
the other duties of flhe old ‘ Poste,’ and in 1792 placed the 
former under the direct management of the State. The 
heavy financial pressure, an<l the general mismanagement 
of the revolutionary period, caused a great increase in the 
charge for letters, destroyed the receipts from the business, 
an 9 even left a deficit on the working. The postal service 
did not gain much during the Consulate and Km])ire, but 
several improvements were introduced after 1815, The 
rates were better adjusted, and the increased facilities of 
transport allowed of a better service. The example of 
England, whose adoption of the uniform penny post at¬ 
tracted much attention and was eulogised by Hastiat, led 
to the establishment in 1848 of <a charge of 20 centimes (2(/.), 
which has been raised to 25 centimes in 1850 and again in 
1871, r(?storerl to 20 centimes in 1854, and finally reduced 
to 15 centimes (iW.) in 1878.* 

The same fact of financial loss through reduction pre¬ 
sented itself in France in 1848 as in England in 1840. The 
gross revenue fell from 45,000,000 francs to 32,000,000 
francs in the first year after the change (1849), and only 
recovered the earlier amount in 1855. 

The postal history of other .States is verysnnilar. Ger¬ 
many, owing to its political disorganisation, was in part 
served by the house of Thurn and Taxis, which managed 
the carriage of letters for several of the smaller States. 
The Prussian post began in 1646, and was under direct state 

^ For the French I'ost l^efore 1789, Vignes, 7 rai/t! des Irn/Sts, i. 476 sq. ; 
CUimageran, ii. 658 ; iii. 43, 232, 293, etc. For its later history, Leroy-Beaulicu, 
i. 645 sq. i Dc Parieu, iii. 2S7 sq 
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admini^ration. {ts net yield in 1685 was less than 40,000 
thalers; by 1740 it had increased to 220,000 thalers. The 
financial necessities of the government caused an increa.se 
in the, tariffs, and in 1806 there was a clear surplus of 
667,000 thalers. The amount in 1856 had risen to nearly 
1,760,000 thalers, and in 1862 to over 2,200,000 thalers. 
The events of 1866 and 1870-I changed the Prussian post 
into that of the German Empire—Bavaria and Wtirtembcrg 
only retaining separate establishments.* The net revenue of 
the imperial post was, in 1874, 5,000,000 marks (i thaler = 

3 marks); in 1879, 17,500,000 marks ; in 1892-3, 21,000,000 
marks, and in 1901-2, 40,320,000 marks. 

The postal systems of Austria, Russia, Italy, and tho.se 
of the smaller European States need not be examined in 
detail. Nor does the postal development of the United 
States, India, and the Colonics pre.sent any special features 
of interest. One general fact is the smallness of the 
revenue obtained. England, P'rance, and Germany are the 
only countries that derive a substantial amount from the 
postal service.’^ 

§ 8. The so-called ‘ Post Office ’ is in fact a collection of 
different, though connected, industries. The earliest state 
posts in both England and I'rance carried passeiTgers as 
well as letters, and this function lasted in the latter country 
till the Revolution, when the state passenger service became 
a separate organisation, and endured till 1870. But the 
conveyance of patterns, books, newspapers and small 
parcels forms an extensive part of the postal service, and 
is the least profitable side of its endeavours. The rates for 
these separate classes are below the ordinary letter-charges, 
since otherwise the amount of business would be much 
reduced. The State is compelled to adopt the principle 
familiar to railway managers of charging what ‘ the traffic 
will bear,’ but it necessarily obtains very little over the, 
cost of its operations. So far as the conveyance of 
parcels and newspapers is concerned, the English Post 
' Wagner, ii. 14a ; Cohn, §§ 893-6. also Finaitt-Arckiv, x. 765-6. 
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Office does not possess a monopoly, and.is therefoie a true 
industrial agency, whose earnings contain no tax clement. 
The German post has specially developed the conveyance 
of parcels, a part o^ the business which is left entpely to 
private companies iit the United Stated, and is a compara¬ 
tively recent addition in England (only since 1882).' 

To secure a proper adjustment of rates on the many 
classes of articles, and to duly apporti^m cost and service 
to the several items, is beyond doubt a most complicated 
problem. Such solutions as have been reached are for the 
most part empirical, and are the outcome of innumerable 
changes. The'mcre recapitulation of the diverse charges 
of the various state letter-[)osts would fill many pages with 
figures that could hardly be explained on any definite 
principle. There are, it would ap|)car, three elements that 
might be taken into consideration, two of which depend on 
definite physical facts, viz. (1) the weight of the communi¬ 
cation or document; (2) the distance over which it has to 
be carried ; and (3) its nature ; to which (4) the mode of 
conveyance may be added. The first is at present the 
basis of the charge for letters. The .second element has 
lost mo.st of its importance. Since 1839 the question of 
distancs has entirely di.sappcarcd in the postal charges of 
the United Kingdom. A letter from Penzance, to Wick 
pays the same as one posted to a person residing in the 
same street as the sender. P'ranee has with one e.xccption 
adopted the same policy since 1848, and the United States 
have also a uniform rate, practically the same as that of 
England (2 cents). The reason for this at first sight 
curious system is found in the fact forcibly urged by 
Rowland Hill, that the actual cost of carrying letters is 
small enough to be ignored. At the rate of one penny per 
ounce, a ton of letters all up to the full weight would pro¬ 
duce almost ;(ri50, while the mere cost of conveyance 
would certainly not be £'i, or one-thirtieth of the receipts. 

Another side of the Post Office, its dealings with money, belongs to 
* Banking,* and will be considered under that head. Bk. ii. ch. 4, § 2. 
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"he reSfl charges are those of collection and distribution 
nd the maintenance of offices, the cost of which is equal 
■n all letters. The uniform charge irrespective of distance 
3 thus easily explained, and proved t« be sound as well as 
quitablc. It is in the e.xtension of this principle to inter- 
lational postage that the greatest advance in the future 
nay be expected.' 

One of the principal distinctions now turns on the 
haracter of the articles transmitted. Circulars aijd po.st- 
ards would not bear the same charge as ordinary letters, 
rile transmission of newspapers gives a yet smaller fund 
)f utility on which to levy a tax, and is Effected by the 
:ompetition of carrying agencie.s. The result is shown in the 
ower halfpenny rate. The mode of conveyance might be 
used as a measure of the relative value of the service, 
;peed in transmission being a very important part of the 
idvantage of communication ; but in fact this test has been 
ittle used. 

§ 9. The question of the retention of the postal business by 
he State is hardly an open one. Long experience seems 
:o have decided altogether in its favour. No country has 
idopted the method of private industry as regards letters, 
diough the state [larcel (lost is not so general.- The 
reasons for this remarkable unanimity arc to be found 
oartly in the facts of governmental administration, partly in 
:ertain special features of the employment, llefore the ri,se 
of the economic schools that opposed industrial action on 
the part of the State, the method of public postal .service 
was firmly established, and was .seen to give, on the whole, 
sufficiently satisfactory results. It therefore escaped the 
hostile criticism that economists freely bestowed on the 
less efficient public departments. Mr. Herbert Spencer 
himself has hesitated to condemn the continuance of the 

^ The Bern Convention of 1875, by which the uniform rate of ajd. per i oz. 
was settled as the international postaj^e cliargc for most civilised nations, and 
gradually extended to others, lias been a great advance. India and the Austral¬ 
asian Colonies have since the opening of 1891 obtained the same rate with 
England. 
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English Post Office. The peculiar nature of th(jr service 
supported the evidence of facts. It requires as a first 
condition that the agency shall cover the whole territory 
to be served, or be universal. Ne.xt, it must be uniform 
and regular, and ct)nducted on a ‘definite routine ; and, 
thirdly, the necessary capital is very small in proportion 
to the recurring expenditure and leceipts. All those con¬ 
ditions favour state management, while^its clo.se connexioif 
with everyday life secures a consUint supervision on the 
part of the public, who are the consumers interested in the 
efficiency of the service.* It is, therefore, expedient as a 
matter of polity to place the work in the hands of the 
State, and the bestowal of a monoiioly is justified on the 
dtmblc ground that otherwise pri\'ate agencies would com¬ 
pete for the more profitaldi; parts of the business, leaving 
the supply of sparsely pef)pled and backward districts to 
the official post office, whilst the wasti: involved in rival 
establishincnts would hinder the reduction of rates below 
their actual level. 

On the inirely financial side the gain from the service 
must giuier.ally be a small one ; the return for capital 
cm[)loyed is little, and the onl>- remaining clement would 
be tho economy that resnils from the ajjplicalion of 
monopoly, and the conse(|uent unitj- of the sc-rvicc. Any 
further charge is really a form of taxation, and requires to 
be tested by the rules applicable to that mode of procuring 
revenue.' The resources to be obtained are in any case not 

* Adam Smilli iioliccd llwse comiillons; ‘ 'I'lie cai>i(al lo hn a<lvani:c(l is not 

very consitkrable. There is no ni)’sle»y in the business, 'riie returns arc n<»l 
only certain but iinmc«liutc,’ ,^44 ; c[>. ilin fuller a<:c«»unL of J^ voiis, Methods of 
Social Reform, 277- So ; also Wugner, i. 65.1 5. • 

* This combination of tlifferent elements in the postal revenue has let! to a 
curious diversity in the classificati«>n niatle by financial writers. Adam .Smith 
con.siders it under the head of ‘ Funds whu;h peculiarly l.elong; to tlie sovereij^n. 
I^toy-Beaulieu (Bk. ii. ch. 12), De I’aricu (iii. 2.S5), and (.^ohn 77) place it 
under Taxation. Roscher (§ 28) [uaclically follows Ailam Srtiith. Vocke 
{Finamifissenscha/f, 36) treats it as an ‘ ecimomic monopoly.* Stein (ii 
315 sq.) places it in the list of prerogative rights rcj^mlia) ; while Umpfenbach 

61-3) and Wagner (ii. 141 sq.) regard the postal revenue as being derived 
from * fees ’ {Gebiihten), These differences are due to the atteinpl i<j reduce to 

P 
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importS.nt, though good management may easily prevent a 
deficit, and unduly high charges will by their reaction on 
industry prove seriously detrimental to other financial 
resources. • 

§ lo. The telegrhph as a state busifiess forms a natural 
appendage to the postal .system, It is generally connected 
with it, owing to the re.semblance in the work to be done. 
There are, however,, some serious differences. Unlike the 
letter-post, telegraphic work has been .successfully carried on 
by companies, and international telegraphy is still largely 
in their hands.* The capital expenditure is much greater 
in the ca.se of the telegraphs, and thercfore'lcaves room for 
that tendency of official bodies to confuse capital and 
revenue, which we have already noticed,^' and which is^ so 
detrimental to sound finance. Not only is the original 
cost of establishment or of the purchase of pre-existing 
rights comparatively speaking large, but incessant renewals 
and extensions are required in order to meet wear and 
supply new demands. The .saving by unity of manage¬ 
ment is, besides, not so great, and the cost of transmission 

sinv|ilirily wliut is in its nntiirc complex, !iml arc therefore neces.sarily failures. 
J. S. Mill V. ch. 5, § 2) fli.stingui.slie.'i, as in tlie text, between the industrial 
and tax elements. The question of the true nature of postal revenue/s discussed 
at lenj^tli in the Memoranda on Classification and Incidence. The prevailing 
view agreed with that given in the text, but the answers of Professors Sidgwick 
and Kdgeworth suggest the necessity of considering the loss to the society in 
consequence of the stale monopoly through the destruction of* consumer’s rent.’ 
(sec pp. too and 127). Sir K. (iiffen and Mr. Cannan argue that the gross 
postal receipts should be regarded as taxation, but this is obviously incorrect. 
The former writes, * The postage of letters is a tax on letters —taxe des lettres 
it is called liy French economists ’ (p. 94). This, however, ignores the fact 
that taxe^ as distinguished from ‘ impot,’ and like the Italian * tassc,* is rather 
a ‘ fee’or ‘ due ’ l^ian a ‘ tax ’ in the English sen.se. If the gross receipts of 
the Post Office are to be called taxation, it would follow that the purchase of 
the English railways by the State would transform railway rales and fares 
into taxation, and thus nearly doulile the lax revenue. See for a scries of acute 
hut over-subtle distinctions, .Seligman, Essays^ 295 sip 

‘ ‘The present mileage of submarine cables is 152,000 miles, of which 90 per 
cent, has been provided by private enterprise and 10 per cent, by the various 
governments.’ litneSy July 2lst, 1894. 

® § 3 > supra. A grave oversight was committed with regard to the English 
telegraph account, by which j^8oo,ooo was spent without sanction. 
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forms a larger proportion of the expense, which ^creases 
with increased work more rapidly than fii the letter-post. 

All the circumstances suggest that state telegraphy is 
not likely to prove, financially successful, and such is 
apparently the result as shown by experience. Tire inter¬ 
mingling of postal and telegraphic business makes it hard 
to establish this proposition, but where a strict separation 
is kept up the telegraph balance is generally on the wrong 
side. The English state .system Jias suffered financially, 
first from the e.\'cc.ssivc purchase money given to the 
companies who held the business, and secondly through 
the pressure on Parliament for lower rates, as shown in 
the adoption of sixpenny telegrams. 

•If full power to regulate its rates on economic principles 
be given to the department, there seems to be no rca.son 
why it should not at least meet c.xpen.ses, including 
interest on capital, or perhaps give a small surjilus, suf¬ 
ficient to clear off the first charges in a scries of years. 
Behind the fiscal question there remains the more difTicult 
one of the effect of state management on the development 
of improvements. To retard the progress of an essential 
modern auxiliary to commerce for the sake of adding a 
sum tcveach side of the national budget is not a desirable 
achievement. The dealings of state agencies with new 
inventions are the worst blot on public administration, and 
it seems that there is this risk in the state tclegraph.s, that 
though they are quite up to the standard at their incep¬ 
tion, they almost in.sensibly fall behind as it advances with 
growing knowledge.' This consitleration belongs to eco¬ 
nomic policy rather than finance, which, h<»wcvcr, suffers 
from any hindrance to commercial expansion and is cer¬ 
tainly not likely to gain by state telegraphy. 

§ II. The agencies of transport and the different 
facilities for the movement of goods have in modern times 
acquired much greater prominence, and have to some 
extent come to occupy a different financial position. 
Adam Smith regards the maintenance of roads and canals 

P 2 
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as one^of the duties of the State, requiring expenditure 
that ought to bi! defrayed out of the special receipts 
obtained from the users. His recognition of the .so-called 
‘fee-principle’ [Gebuhrenprincip) is ^qualified by his dis¬ 
cussion' of the taxes on communication, and is further 
weakened by the modern development of the transport 
sy.stem.^ To understand the financial position of the 
‘industries in question, we have to separate the different 
forms and examine thep in order. 

The maintenance of ordinary roads can hardly be re¬ 
garded as a quasi-private industry. It is a part of the 
functions of the State, and preferably of the local govern¬ 
ments. The principle of particular interest assigns this 
task to the smaller divisions, unless in the case of great 
main lines of traffic, but in no way docs it fall within the 
industrial domain, unless the antiquated method of tolls is 
employed, and even then such charges have more 
resemblance to taxes. 

The canal system has better claims to treatment under 
the pre.sent head. l’ri\‘atc companies have in many in¬ 
stances rea[)ed large profits from this form of investment, 
and there seems to be no reason why the State should 
adopt a different policy when it is the owner. In practice 
the usual tendency has been to keep the rates down to 
the amount neces.sary to cover expenses and meet the 
interest on the capital charge. The introduction of rail¬ 
ways has put an additional strain on the canal finances, 
since rates have to be kept below tho.se of the more rapid 
competitor, until finally in many cases all dues have been 
abandoned, and the canals have been maintained at the 
public expense. Such has been the position in h'rance 
from 1880, when, in opposition to c.xpert opinion, the last 
remnant of the canal dues was abolislied. The Erie canal 
constructed by the State of New York, which at first gave 
very large surpluses, had to be relieved from all tolls in 
1882. The German rates have also been lowered, and at 

^ Wealth of Nations^ 303 sq. ; cp. 379. 
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the same time large expenditure has t>een incufrcd for 
new works ; so that it appears that no assistance to the 
national or local revenues can be derived from this source 
so long as present ihdustrial conditions continue.* The 
system of purely gratuitous service is certainly unjustifi¬ 
able. A canal ought at least to pay its working expenses, 
otherwise its maintenance is a direct loss. The charge;, 
needed for this purpose would come frdin the utility that it 
affords, and the assumed impossibility of levying them is a 
proof of the comparative inutility of the .service. 

With regard to capital expenditure the case is different. 
The tendency of all im|)rovemcnt is to displace fixetl 
ca^)ital previously in use by newer and better forms, and 
state agencies cannot expect to escape this influence. ] 3 ut 
the existence of the danger is a good ground for seeking 
to get the maximum net revenue in the earlier years, in 
order to wipe off the capital charge, and in the period of 
decline for keeping the rates at the highest profitable level.^ 

§ 12. In social and financial interest and importance rail¬ 
ways far surpass the other agencies of transport. The crea¬ 
tion of the nineteenth century, they have contributed largely 
to promote its siiccial characteristics. Icxisting political 
and economic arrangements depend for their successful 
operation on the modern railway system, su|)plemented by 
steamboats and telegraphs. Accordingly we need not be 
surprised to find that the princi|)al financial problems of 
the public industrial domain centre in the treatment of 
railways. Every country has had to consider in what 

mode it might best utilise the invention, ant^ in each the 

• 

^ Acconling lo Professor Cohn, ihc c.\pcii<lilurc of ihc Prussian Government 
on waterways for the years iSSo 90 shows an annual average of j{r*.^35.ocxj 
against annual receipts of ;^loo,ooo. He declares that * thus nearly the entire 
surplus of the railway administration is swallowed up by the waterways.* 
Economic Journal^ iv. 544. • 

* Much stress has been laid on the indirect benefits likely to result from the 
abolition or lowering of dues on waterxyays by encouraging industry. This 
claim really amounts to the advocacy of a bounty, and should be judged on 
that ground. Cp. Bk. i. ch. 6. For the economic and financial position of 
canals, see De k'oville, La Transformation dcs Moyens de Transport^ ch, 7. 
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influence of natioiial peculiarities and historical conditions 
has produced different effects. The railway legislation of 
England, France, Germany, and the United States affords 
many ihtcresting examples of this statement. 

Confining our attention to the financial aspects of the 
subject, two divergent modes of treatment are broadly con- 
trasted.i The policy of England and the United States 
has been to regard ‘railways as merely one particular form 
of industry taking a place beside banking, insurance, ship¬ 
ping, mining, or other companies, but dependent for any 
special privileges on the direct exercise of,the legislative 
jxjwer. The railway company on its first ajipcarance was 
regulated by enactments curiously similar to those dcvihii-’d 
for the earlier turnpike trusts and canal companies. The 
liberal laws of the various American commonwealths with 
reference to the formation of companies, while giving certain 
advantages to promotcr.s, were ba.sed on the same principle. 
Such a policy reduced the public financial interest to a 
minimum. Railway companies were indeed taxed for local 
purposes in the same way as other proprietors of land and 
buildings. A pa.s.sengcr duly intended to balance the older 
stage-coach tax was imposed on them. Various corporation 
taxes were rai.sed by the American States, lavish grants of 
land were given to new companies, .some advances of money 
were made, but in all other respects the public powers and 
the railways were separate. The various changes of 
English and American legislation have not infringed on 
this complete isolation. The restraints of the Interstate 
Commerce Act and the Railway and Canal Act (i8S8) 
have had no financial aim or effect. They are confined to 
the field of economic policy.^ 

Continental countries have started from a different con¬ 
dition of .things, and have all been willing to recognise 
a much closer connection of the State and the railways. 

‘ For a clear statement of the opposed methods see Cohn, § 437, 

• For an admirable account of the variations of American and English 
railway policy see Hadley, Kailroad Tratuportationy clis. 7 and 9. 
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The earlier transport agencies had t)een undi^ state 
direction. The carriage of passengers* was one of the 
branches of the French post before the Revolution, and 
the administration of both roads and canals ha<l been 
carried on by a stftte department. The German* States 
had the same general conception, but did not possess the 
centralised organisation of France. There was tlnis a pre¬ 
disposing cause for the recent movement towards state rail* 
ways, which has been encouraged by the ablest theoretical 
writers. The direct action of the State in the construction 
and working of railways has been restrained by econo¬ 
mic conditions too [rotent to be set aside by legislation. 
England was the birthplace of the railway, and its mode 
of* procedure had some effect on other countries, but the 
principal check was found in the absence of sufficient 
capital for the work. It was only by severe pressure on 
the English middle classes that the rapid progress in 
railway construction of the years 1845-50 was accom¬ 
plished,^ and the motive power was the e.xtravagant hope 
of gain. No such force assisted Continental governments 
in procuring funds, and they were tlierefore com])clled 
to fall back on the support of private companies, whose 
sharehblders were actuated by the ordinary economic 
motives. 

§ 13. The different circumstances of the different countries 
affected the railway system. France with its strongly 
unified government aimed from the first at establishing a 
well-arranged series of lines on a systematic plan, with 
the re.servation of the ultimate property in them to the 
State. This course, when considered a priori, had much 
to recommend it. It preserved the routine policy of the 
administration as to the older communications, and it 
promised at the end of the periods of concession to the 
companies to add a valuable property to the public domain. 
The earlier concessions under the legislation of 1842 were 
for short periods, not in any instance exceeding forty-five 

^ Tooke-Newmarch, llislory of Prices^ v. 367-9. 



2I6 


PUBLIC FINANCE 


BOOK n 


years. <rhe result, was, however, to hinder the investment 
of capital, and to gradually force more favourable terms 
from the Government. To encourage the construction of 
new lines a guarantee of interest was given to the older 
companies who opcfied them, and the ‘time of the conces¬ 
sions was extended. Special legislation wa.s applied to 
induce the construction of local railways either at the ex¬ 
pense or with the ai /1 of the local governments. The war 
of 1870-1 and its effects made the improvement of the ser¬ 
vice a matter of great interest. In 1878 some railways were 
acquired and worked directly by the State, and a plan for 
the creation of state railways on a large .scale'was propo.sed. 
Owing to the impossibility of procuring the nece.ssary 
capital, a new arrangement was made with the compani'es 
in 1883, by which the state railways became only one, and 
that the least important, of the seven groups into which the 
main lines are divided. 

The financial results are decidedly unsatisfactory. The 
surplus from the government group after the working 
expen.ses are paid is small (for the year 1885, 4,257,000 
francs), and by no means equals the interest on capital, 
which for tlie same year (1885) was over 40,000,000 francs. 
The local lines are a further charge on the central and local 
governments, and they have been proved to pos.sess little 
earning power. Under the various conventions between 
1859 and 1883 large advances have been made in the 
form of guaranteed interest, amounting for the eight years 
1867-74 to over 290,000,000 francs. As these charges are 
repayable out of the future increments of value, they have 
under the ne\Vrr system been separated from the annual 
budget charge.' To state shortly tlie outcome of French 
railway policy on its financial side, we may say that as yet 
the expenditure of the State has been considerable, for 
which the returns so far have not been a sufficient recom¬ 
pense, but that the method of limited concession, which 

* Say, Dictionuaire des Finances, 991, s. v. ‘Cheinins de Fcr ’; Stourm, Le 
Budget, 257. 
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checks the development of railway entcijjrise, andfalmost 
forces the State to give subsidies or guarantees, has the 
advantage of creating a large .state property in the future. 
The terms’ of the sijJ great companies wh<j possets the 
main lines of France all expire between 1950 and i960, 
when nearly 16,000 miles of railway w’ill revert to the 
State, besides the new lines, amounting [>robably to about, 
6,000 miles, for which public money is 1 j^’ the arrangoincnt 
of 1883 being gradually advanced.* The net revenue of 
the French lines for 1899 was 690,000,000 francs, so that, 
without taking the prospects of increased revenue into 
account, there would be an addition of .^27,600,000 annually 
to the state resources. Whether undue sacrifices have been 
ma3e for the sake of this di.stant benefit is a difficult (pics- 
tion to answer but we may conjecture that a simpler anil 
more consistent method would have been better for French 
finance.’^ 

§ 14. The earlier German railways were developed chiefly 
by state assistance or in some cases by state construction, 
but on no uniform plan. Each of the smaller territories 
forrped its own railway system to meet local needs, with¬ 
out paying attention to the through lines of communication. 
Prussian'railway policy was somewhat exceptional. J’rivatc 
companies were allowed to take part in the work of supply¬ 
ing needed lines, and guarantees of interest were given as 
encouragement. On military grounds several railway lines 
were constructed and worked by the State, and thus a basis 
was laid for the later policy. 

The creation of the German ICmpire and the unification 
of its monetary and banking legislation could hot fail to in¬ 
fluence the position of the means of communication. State 
ownership and management were decided on, the only ques¬ 
tion of difficulty being the determination of the bodies who 
were to umlerlake the duty. At first the central or imperial 

* For French railway policy see Hadley, ch. lo, and the articles ‘Chomirvs 
dc Fer* in Say, Dictionnaire des Finances and Diettonnaire d'fuonomie 
poHtique. 
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governXient was tf- have been the owner. When, in deference 
to the sentiment of the smaller States, this plan was aban- * 
doned, the Prussian administration proceeded to buy up the 
chief private lines and work them bj' state officials. The 
magnitude of this process, which commenced about 1870 
may be judged from the fact that in 1878 the state-owned 
, railways were about 3 ,o<X) miles against 1 1,000 miles owned 
by private companies. In 1893 the lines owned or worked 
by the State had 16,906 miles against 1,467 miles owned and 
worked by private companies. The smaller States have 
also purchased most of the few private lines in their tefri- 
torics. Hesse alone has a greater length‘of private than 
public mileage.^ 

So far as Prussia is concerned, the financial results have 
been extremely favourable. The prices paid for the pur¬ 
chase of the several lines were high, but nevertheless there 
has been a good surplus in each year after meeting all 
expenses and paying interest.^ The services given to the 
imperial post by the railways form another gain, which is 
hardly ascertainable, since it is mixed up in the postal 
receipts, which are thereby increased, lo obtain a clear 
revenue of over ;^'i 5,000,000 is an undoubted proof of finan¬ 
cial success, though it may partly be derived froirflimiting 

* For the history of German railway policy, see Wagner, 1 . 707-13 ; Hadley, 
203-8. 

* The surplus over working expenses, the interest on debt, ana the net gain 
are as follows :— 


— 

Surfilus over 
working expenses . 

Interest 
on tiel ' t . 

Net gain . 


MILLION MAKKS. 

MIl.l.tON MAKKS. 

MILLION MAHteS. 

1882 3 

1381 

95-7 

42-4 

1883-4 

147 8 . 

112 

35-8 

1884-6 

186 

140-5 

45-5 

188.6-0 

I9.1'8 

1^8-6 

35-2 

1886-7 

2252 

157-6 

67-0 

1H87-8 

273’3 

16.1-3 

109 

1889-f)0 

2785 

>65-5 

113 

1893 -4 

318-4 



1894-6 

346-9 



1901-2 

565-3 
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the facilities for goods and passengers, anti be in fac^ a tax 
on industrial activity. The great amount of public debt 
contracted as the purchase money of the private lines 
should be taken into^ account in considering tlie jKilicy of 
Prussia. All pre-existing debt makes tlic terms of future 
loans more onerous, even when there arc assets sufficient to 
meet the earlier charges, and it may be that Prussia’s railway , 
debt will injuriously affect her credit -Should she need it 
for war. 

In the smaller German States the financial advantages of 
state ownership, are not .so great. In Baden the estimate 
for 1893 a.ssumed a surplus over working e.xpenscs of 
14,397,000 marks, while the interest and sinking fund on 
the railway debt was taken as 18,370,000 marks. VViirlem- 
berg is in a similar situation. The net revenue for 1893 4 
was estimated at 13,000,000 marks, the interest on the rail¬ 
way debt being over 16,000,000 marks. The Bavarian 
railways have only now come to yield more than the 
interest of their debt, and the lines of Saxony just balance. 
The reasons for this relatively inferior position are not 
clearly established. The greater activity and the wider 
area covered by the Prussian railroads probably allow of 
more economical management than can be applied to the 
smaller lines. The system of state management is of longer 
standing in the other States, and it is possible that sufficient 
time has not elapsed for a projier judgment on the merits 
of the state railways of Pru.ssia. 

§ 15. Both Austria-and Hungary have in recent years 
increa.sed the number of their state lines. In conseiiuence 
of the financial troubles of 1873, and to avftid the heavy 
payments for guaranteed interest, several leading lines were 
purchased by the State, though more than half remain in 
the charge of private companies. The surplus of the Aus¬ 
trian Ministry of Commerce, so far as the state railways 
are concerned, for 1902 is estimated at 39,220,000 crowns, 
which does not meet the interest on the railway debt. The 
Hungarian state railways also have been in an unsatis- 
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factory'financial (onditi'on, but show an improvement, the 
surplus for 1892 being taken as 31,563,00x3 florins, a large 
increase over the preceding year.^ 

Belgium illustrates perhaps better’than any other Euro¬ 
pean country the operation of state and private railways. 
The earlier lines were created by the State with the object 
of developing the transit trade, for which the country was 
■SO well suited. Additional lines were afterwards constructed 
by private enterprise, which competed with the state rail¬ 
ways and with each other. I'o avoid this struggle a large 
part of the company-lines has been purchased by the 
government, but with the unfortunate result of reducing 
the receipts below the profitable point. In 1870, before 
the era of purchase, the surplus was nearly 20,000,000 
francs, and the interest on debt nearly 13,000,000 francs, 
giving a net gain of almost 7,000,000 francs. Ten years 
later the surplus had risen to 45,750,000 francs, but the 
debt charge had reached 45,795,000 francs, giving a deficit 
of 45,000 francs, or, speaking broadly, the total receipts and 
expenses balanced. By 1883 the surplus was 48,500,000, 
francs, the debt charge having grown to 52,500,000 francs 
thus making a deficit of 4,000,000 francs. Higher rates 
were imposed as a remedy for this evil, and in 1891 the 
surplus over working expenses reached 58,000,000 francs. 

The experience of other European countries in regard 
to the financial effects of state-owned railways does not 
materially alter the conclusions that the cases already ex¬ 
amined suggest. Holland and Italy (since 1885) have pre¬ 
ferred to lease the state lines to private companies. Russia 
has conformed to the general tendency in favour of railway 
nationalisation. In January 1887 the state railways were 
only 4,418 verstes in length as against 21,045 verstes in 
the hands cf companie,s. In September 1892 the relative 
lengths were 11,536 and 17,152 verstes. On September ist, 
1901, the state railways comprised 34,998 verstes, only 

' The zone tariff policy of Hungary has improved the net receipts, but 
it is perhaps too soon to say whether the improvement will be permanenL 
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14,913 verstes remaining under private control.» The 
financial results have not been satisfactory : for the fifteen 
years 1886-1900 the expenses have exceeded receipts in 
twelve, but a part of the outlay is properly assignable to 
capital. The excess«of receipts over working expenses on 
the state lines amounted in 1900 to 114,500,000 roubles. 
Roumania, Norway, Sweden, and Denmark have most of 
their lines under state ownership, which in the former * 
countries does not give sufficient surplus to pay interest on 
capital charges. Spain, Portugal, and Switzerland have as 
yet substantially adhered to the system of private enter¬ 
prise.^ • 

§ 16. Outside of Europe the railways have been mainly 
an kem of state e.xpenditure to the various governments. 
Both in North and South America large grants of land and 
guarantees of interest have been given as inducements to 
the undertakers of railways. Brazil and Chile possc.ss some 
state lines which do not pay the interest on their capital. 
The government lines of Canada have not even paid work¬ 
ing expenses for any year since 1871, and the accumulated 
e.xcess of expenditure over receipts since confederation in 
1868 amounts to over 7,800,000 dollars, besides the capital 
expenditure of 58,000,000 dollars. 

The Australasian colonics have entrusted the work of 
railway construction to their governments, who have bor¬ 
rowed largely for the purpose. In the year 1893 the total 
receipts from the Australasian state railways were 
.^^10,040,000 and the working e.xpenses ;^6,533,000, showing 
a surplus of over ;^3,560,000. The debt contr.icled for rail¬ 
way service, however, amounted to ;£'i2 3 ,i 004 >t) 0 , with an 

interest charge of over ;t4,6oo,ooo. Thus the railway 
system, so far from being a source of gain, really involved 
expenditure to the amount of about 1,100,000. In all the 
colonics except Victoria the administration has been placed 
in the hands of an expert commission, with satisfactory 

* In addition to works already referred to, see Von Scheel in Schbnbcrg, 
94-104. 
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resulta, especially in New South Wales, where the surplus 
nearly pays the interest on railway debt.* It may reason¬ 
ably be expected that the growth of population will in 
future largely increase the railway receipts in all the 
colonies without proportionally raising the working ex¬ 
penses.^ 

Indian railway policy is financially interesting as 
affording a further proof of the readiness of English 
administrators to adopt a system quite different from 
that of their own country. As in Australia, the State 
has taken a great part in the extension of railway com¬ 
munications. The first method was that of securing or 
guaranteeing interest to private companies, under which 
stimulus some of the main lines were constructed. Then 
came the pressure of military necessities and of famine 
relief A number of smaller and less important lines 
were established, and for the most part worked by the 
government. Finally, financial conditions have made it 
desirable to return to the guarantee .system, but at a 
lower rate of interest and for a limited time. Though 
the receipts from the state railways arc large (195,517,000 
rupees for 1893-4), the expenditure is still larger 
(215,458,000 rupees for the same period), so that if the 
net balance only be taken into account, there is an 
annual outlay for the service. 

' See Mr. Acworth’s instructive article, ‘Government Railways in a Derno*^ 
cratic State.’ Economic Journal, ii. 629. 

* Vict 07 -ian Year-Book, 1893, ii, 475-7. The following table gives more 
accurate figures for each colony :— 


Coluny, 

Receipts. 

Working 

Expenses. 

Surplus. 

Debt. 

New South Wales.. 
New Zealand 

Queensland. 

South Australia ... 

Tasmania . 

Victoria. 

Western Australia.. 

£ 

3,390,827 

1.154.592 

1,049,870 

1,073,020 

178,410 

3,098,251 

94,258 

£ 

2,150,220 

690,627 

632,182 

688,079 

161,553 

2,118.377 

92,600 

£ 

1,240,607 

463.965 

417,68s 

384.941 

16,857 

979.874 

1.658 

£ 

37,261,215 

14.478,723 

17,872,458 

11,719,038 

3.769,643 

36,672,449 

1.359.651 

Total . 

10,039,228 

6,533.638 

3.505,590 

123,133.177 
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§ 17. The statistics of state-railway ^nance ha-*e been 
given at some length in order to facilitate the formation of 
a correct judgment on the system. Within the last thirty 
years the movement towards ‘railway nationalisation’ has 
been increasing in fofce, and though the grounds on which it 
has to be decided belong mainly to economic policy in the 
widest sense, financial considerations’ cannot be altogether 
neglected. The one cons|)icuous fnjancial success of* 
state-managed railways is found in* Prussia, of which the 
minor German States, as Cohn points out,' fall very far 
short. France, Belgium, and Russia in recent years have 
not profited fiiTancially from their state lines. Those of 
Australasia and Canada afford on the whole no direct 
addition to the public revenues, a statement which is also 
true of India. 

If the question is to be determined on these definite 
facts, the conclusion ought, we believe, to be against state 
property in railway.s. Many other considerations are, 
however, to be taken into account. Advocates of state 
property dwell on the future increase from the growing 
movements of both persons and goods, and regard con¬ 
struction or purchase as a profitable investment for the 
future. 'Transport agencies act powerfully in the pro¬ 
motion of industrial and commercial development,'' and 
hence it is argued that even unremunerative lines may so 
benefit the community as to increase the productivcnc.ss of 
other sources of revenue. Again, unity of management, 
only to be obtained under the state, would reduce working 
expen.ses and leave a larger surplus as net profit. The 
superiority of state credit is alleged as anot'jtfr reason for 
believing that its ownership would be financially successful. 
The English Government could some years ago borrow at 
3J per cent, (and now at less than 3 per cent.), and, buying 

* * Die anclercn dculsclicn Slnatcn siml I’rcusscn (soforn .sic rriclit voran^rc- 
gangen) in dcr Uichlung dcr Staafshahnjioliiik haben freilirh niclil 

ebenso gUnstige finanzicllc Krgel)nisse avdzuweiscn,’ § 439. 

® This is specially true of undeveloped countries such as Australia an<l 
Russia. 
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up the railway shareholders’ interests at their market value, 
would, it is supjjosed, secure for itself the difference between 
the return on railway shares and that on Consols. By an 
extensive investment of borrowed capital a margin of profit 
would be obtained for the discharge of other public services. 
The objections to such a policy are obvious enough. There 
is no financial rea.son for investment in railroads that might 
not be applied together forms of industry. If the advan¬ 
tages of unified management are important, the dangers of 
attempting to deal with a varied and complicated business 
are grave. Railway nationalisation as a financial measure 
is open to the risks that attend similar proposals for land 
nationalisation. Without accepting Jevons’s view that the 
supposed gain from purchase through the higher credit of 
the State is wholly a fallacy,^ it is certain that it depends 
on a series of events which are uncertain and incalculable. 
Depression in trade, ap[)rcciation of the standard of value, 
or new inventions would reduce very much the value of the 
fixed capital of the railway system. The policy of state 
acquisition exposes the public finances to all the chances of 
loss that these possibilities open up. At best the system 
of state owned and managed railways thus appears to be 
a speculative employment of financial resources, and, judged 
in the light of experience, to be of more than doubtful 
advantage to the E.xchc(iucr. The general difficulties of 
state industrial enterprise are besides very likely to occur 

* ‘If the Slate manages the railways just with llie same degree of skill and 
success as the companies there would then he no gain or loss ; if better, there 
would be gain accruing, not from good credit, but from good management; 
if worse, there would be certain loss. I’hus, in theory, the use of the public 
credit proves to* be a pure fallacy, and if it were not so there would be no 
reason why the Treasury shouhl not proceed to invest money in many kinds 
of industrial enterprises Ijc.sidcs railways and telegraphs.’ Methods of Social 
Ktforniy 371. I'he fact that tlie chance of loss is usually over-estimated is here 
neglected. Jevons would be right if the same income as formerly were to be 
secured to shareholders, but the suggestion is that only the market value of 
the shares should be given. It would, however, be very dithcult to carry this 
out in practice. Railway sliarcholders would claim, and probably receive, 
coropemsation for their sacrifice of possible increase in future dividends. 
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in this case. Defective accounts of capital and feveiuic 
expenditure and receipts cannot be escaped any more tlian 
in the dockyards or arsenals. With tin; best intentions it 
is not ea.sy to distinguish clearly between the di/ferent 
sources and applicatihns of the funds wi'th which a railway 
administration has to deal ; and yet to get a perfectly 
trustworthy statement of the financial position of state 
railways is essential for a correct judgnaent on the policy 
that has created them. * 

§ 18. What the railway system is to the nation tramways 
are to the town, and therefore it is quite in accordance with 
the general coufse of policy th.it there shoidd be an effort 
to ‘municipalise’ these means of communication, h'nglish 
legMation places local governments in an exceptionally 
favourable (josition, either for establishing tramways them¬ 
selves, or, after the e.\])iration of a [jcriod, purchasing the 
rights of companies. A large number of Jh itish towns own 
their local lines, but up to July 1st, 1899,only,seventeen muni¬ 
cipal bodies worked their lines ; in other cases the lines are 
leased to companies. Capital to the amount of ^,'3,200,000 
has been ai)|)lied to this object by about thirty towns. In the 
United States ‘a few municipalities manage their own 
street-car lines,’ * but the number is small. 

Though classed in acc(jrdance with their nature among 
the industries of transport, the tr.unways resemble in their 
economic and financial aspects the other industries di.scussed 
in an earlier part of the chapter. 

§ 19. The proper aclministration of the railway system, 
assuming it to be owned by the .State, is a further problem. 
Shall the lines be leased to a com[)any, as iir Holland, or 
be managed directly by state officials? The former seems 
the solution that offers the greatest financial advantages. 
The full value of the line can be obtained and the chance of 
loss in a great measure avoided. Unfortunately the objects 
for which state railways are often desired cannot be accom¬ 
plished in this way. The les.sees will doubtless use their 
* Ely, Taxation^ 270. 


Q 
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privilege to gain ^lie highest possible returns, and the evils 
of competition and unequal rates will continue. 

State administration is so much desired by the opponents 
of private companies that, as in Gcrijaany, private lines are 
leased to the State. In this way great outlay of capital 
is avoided, and as the management of a railway line may 
be reduced to a system of routine, there at first appears 
to be a fair analogy with the Post Office. This resemblance 
is only ap|)arcnt. Instead of the simple tariff and limited 
classes with which the Post Office deals, there must be 
very elaborate grouping and frequent adjustment to new 
conditions. The management of a greai railway is an 
industrial ‘undertaking’ of peculiar difficulty, and is al¬ 
most certain to suffer from the want of capable dircctron. 
The financial success of state-managed railways will be 
affected by the efficiency of the management of so com¬ 
plicated a business, and it is more than doubtful whether 
the gain through unity of direction and system will com¬ 
pensate for the lack of energy and zeal that state industries 
display. 

A great deal will depend on the particular constitution 
and situation of the country. The good financial results of 
the Prussian railroads are largely attributable to .the skill 
and care of the trained officials in the service of that State. 
Countries where the public 'service is not .so well organised 
and with governments more subject to popular control 
cannot hope for ccpial success. ‘ I tremble to think,’ said 
jevons,‘what might be the financial results if a property 
exceeding the National Debt in nominal value, and requiring 
in every part of it constant repairs, renewals, and extensions, 
were in the hands of a Parliamentary minister who might 
find some day that he had been illegally and ignor<antly 
signing away great sums of money at the bidding of his 
subordinates.’ ^ 

' Methods of Social Reform, 359. His jurlgment is amply supported by 
the recent liistory of the Australasian railways. 
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The financial working of the system would be .particu¬ 
larly exposed to danger ; for, in addit^)n to the risk of 
errors in management, there woidd be the |)re.ssure of public 
opinion in favour of ^ow fares and rales. If a substantial 
surplus were realisad in any year, it would be imiiossible 
to escape leductioiis that wouUl effectually prevent its re¬ 
currence. Victorian experience is instructive on this point. 
Any increases in the gross recei[>ts of the Colonial line,'? 
have been ‘absorbed by the additional working expenses’ 
due to extra facilities and lower rates. The Railway Com¬ 
missioners declare that ‘ No department controlling state- 
owned railway* can expect to be allowed to realise more 
th.an a small margin beyond the amount rcfiuircd to jiay 
th« interest upon the capital invested, as immediately that 
point has been reached the public request and insist upon 
concessions in rates or increased facilities, both of which are 
practically an amelioration of taxation.’* It remains to be 
seen whether Prussia will succeed in maintaining her high 
revenue from railways when once a movement for remission 
of taxation sets in. Cohn, for example, justifies the r.iilway 
surplus on the ground that it is derived from the well-to-do 
classes, and makes the distribution of public burdens 
fairer, lyit if the duties on commodities of general use, which 
are so hcavj' in Germany, were modified, the claim for lower 
railway charges could not be met in this way.^ 

.The question of compensation for loss is another serious 
financial point in railway administration. State post 
offices escape the difficulty by repudiating all responsi¬ 
bility, no matter what loss they inflict, but railways could 
not follow this most objectionable method. ^ Over a large 
system it is probable that the cost of accidents and other 
losses could be averaged from year to year, though some 
variation would still occur. Smaller countries would not 
have this refuge from loss. A single heavy accident 

* Victorian Year-Book^ 1887-8, ii. 139. 

® Cohn, §§ 440-1. See also his article, Economic Journal^ ix. 93 sq., 
which shows th«at the claim for lower rates is being made in Prussia. 

Q 2 



228 


PUBLIC FINANCE 


BOOK II 


would disturb the ^balance, and turn profit into loss. The 
Victorian railways had for a single accident to pay claims 
to the amount of 28,988 ; but the total expenditure under 
that head for the year in question (18,87-8) only amounted 
to ;£’i 42,562, while for the preceding yeur it was but ;t6,655. 
It is moreover highly probable that if the amount of com¬ 
pensation were assessed, as at present in England, by juries, 
'their bias would be, altogether against the railway adminis¬ 
tration, and to a greater extent than it is now against 
private companies. 

§ 30 . One difficulty common to most forms of state in¬ 
dustry arises from the necessity of dealing with large 
numbers of emjiloyees. The tasks of the modern State are 
sufTicicntly varied and com[)rehensive to take up all the 
ability and time of administrators, without adding unneces¬ 
sarily to their duties. Public industries, however, require 
for their efficient working a body of organised hands, 
obtained by free contract. An unavoidable consequence is 
the possibility of disagreement between the State and its 
helpers, culminating perhaps in the last weapon of industrial 
war—strikes.'^ The position of the public powers is in such 
cases a trying one. The agency that is bound to enforce 
order and fair play is one of the parties to the dispute ; the 
natural disposition of an administrator in a popular govern¬ 
ment is to make things smooth by yielding to the demands 
of the di.scontented, a course that involves additional expense 
and injuriously affects the financial position. The pressure 
of the consumer—that is the community—for low rates, and 
that of state officials for better conditions of service, is the 
most serious^'financial risk that the industrial activity of the 
State is likely to encounter. The Prussian railway service 
controls its 80,000 employees on an almost military system, 
aided by the organisation of the national army. But any 

* Thai this is not an imaginary danger is proved by the fact that in July, 
1890, there were * strikes’ at the municipal gasworks in I.ceds, at the London 
Post Office, and in the Metropolitan Police, and ■tilso a ‘mutiny’ in the 
Guards I 
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attempt to direct the railway system of th^ United Kingdom 
on a similar plan would be hopeless. 

§ 21. But whatever be the jiulginent that we form as to 
the expediency of t^c policy, there can.be little clouTit that 
it has had important effects on public finance. In most 
European .States a new branch of the public domain has 
been called into existence, with very large gross recei|)t.s.* 
The weight of public indebtedness Jias moreover been in¬ 
creased, and the real nature and results of that burden have 
been obscured.' A large section of private industry, that 
would otherwi.sp contribute to the public re.sources through 
taxation, has come into the charge of the State. The 
broader social and political results do not concern us here. 
But the purely financial conseipiences of a continuance of 
the movement have much interest. One inevitable result 
will be the comparative reduction of tax-revenue as con¬ 
tributing to the gross receipts. The addition of luiglish 
railway expenditure and icceijits to the national Biulget 
would far more than double its already portentous sum.‘^ 

^ Bk. V. cb. 5 » on the so-callccl ‘reproductive’ debt. 

^ The railways of the United Kin<;tioin sliow t]ie following resnh.s for the 
year 1900 

Receipts from all st>uice.s ... /‘104,801,85s 

Working expenditure . 743,520 

Net receipts . 

Paid-up ca[)ilal . / i, 176,fx)r ,890 

The gross public revenue for tlic year ending March 31-st, 1901, was 

114,774.287 

The total expenditure. /^td7,981,867 

The National Debt at the end of the year wa.s.705,723,878 

The charge of the debt for the same year. /^t9,835,488 

The inclusion of the railway accounts in the Pu<lgct would raise the receipts 
to nearly /‘220,000,000, and, assuming the .shareliolders to receive their prc.sent 
income, the total expenditure to over /’27o,ooo,ooo, and the public debt to 
about /l,880,000,000. If the now standard 2I per cent, stock'wcrc to be 
given, the capital would be proportionately increased, or severe los.s inflicted 
on the shareholders who had invested in the assurance of being undisturbed. 
The establishment of a sinking fund, in the same proportion as that applied in 
normal times to the present debt, would necessitate increased taxation, unless 
state management proved very much more economical 
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Under such conditions the ordinary method of inter¬ 
preting financial returns woufd prove defective. At present 
the Post Office unduly affects the bglance of the Budget, 
but its effect is insignificant compared with accounts of 
the magnitude of the railways. The Indian Budget, as 
Fawcett very clearly showed,^ is open to misinterpretation 
on this ground. Until the gross and net figures are separated 
and arranged, there are no correct data for discussing the 
financial situation. 

Of more weight is the fact that this great increase of 
gross receipts and expenditure would leaven the real power 
and burdens of the country almost unchanged. The 
financial condition might be a little bettor or a little worse, 
according as there was a net gain or loss from the new 
state domain ; but in substance the public wants would 
still have to be met from taxation, and the pressure would 
fall on private income, since the large revenues from quasi¬ 
private possessions would have corresponding charges 
against them. 

The system of creating a state industrial domain by the 
policy of granting long concessions, with ultimate reversion 
to the State, is by far the most plausible. It a4jpears to 
be a form of saving by securing advantages in the distant 
future at a small present sacrifice. For we cannot believe 
that the concessionnaries do not endeavour to compensate 
themselves for their shorter term by increased charges, the 
result of limitation of advantages. Such is apparently the 
case in France, where the railway companies, if their tenure 
is limited, derive a counter advantage from the very high 
dividends guaranteed to them. 

From one point of view the formation of a state property 
may be regarded as a mode of saving, somewhat analogous 
to the treasures accumulated by sovereigns in earlier times. 
A long-continued process of judicious investment might 
succeed in raising these accumulations to a very large 
amount, but under modern conditions it is better to trust to 

* Indian Financt^ 17-25. 
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taxation for the needed revenue, and alldw the investment 
of capital to proceed from ttie action of individuals. It 
may be furtlier remarked that each e.xlension of state 
ownership and maniigcrnent is a step.in tlie direction of 
Socialism. Tliat the growth of irublic industries, if carrieil 
on unchecked, would ultimately transform society into the 
type desired by the more thoughtful .Socialists, is uiuleni-* 
able ; and, whatever may be the merits i*f this kind of .social 
organisation, it is utterly incompatible with the continuance 
of the conditions which existing financial theories assume. 
During all changes of social life, the fundamental economic 
and financial categories will survive, but their form may be 
■■ sofhanged as to render entirely new e.xi>o.sitions e.s.scntial. 
We are nc)t called on to discuss socialistic propo.sals, but, to 
all who recognise their im()racticability, the encouragement 
to Socialism that attends the exti-nsion of the industrial 
domain of the State may be noted as a further objection 
to it. 



CHAPTER IV 

TI!K STATK AS CAPITALIST. ADMINJSTIIATIVK 
KEVKNUK 


§ I. Tllic agricultural and industrial property of the 
State, though the former has lost most of its importance 
and the latter is confined to jiarticular sections of industry 
have both retained a (ilacc as substantial sources of revenue 
in the case of at least some countries. The domain, the 
forests, and the railways of Prussia contribute a consider¬ 
able amount to the budget, and cannot be passed over in 
any estimate of the financial position of that country. 
The land revenue is a mainstay of Indian finance, and 
England would feel the loss of the [lostal revenue. Very 
different is the position of what once might have been 
regarded as a co-ordinate part of the quasi-private income 
of the State, viz., the revenue from commerce. At one 
time the regulation, and even the monopoly, of certain 
branches of trade was believed to be a part of the I'oyal 
prerogative:', This position, which was most strongly held 
in the sixteenth century, gave way before the presence of 
new economic forces and the criticisms of the more intelli¬ 
gent theorists. It is now universally recognised that, to use 
Adam Smith’s wortls, ‘no two characters seem more incon¬ 
sistent than those of trader and sovereign.’' The s|)ecula- 
tive nature of commerce, the need for constant watchfulness 
and minute calculation of the chances of gain or loss which 

^ Wealth of Nations^ 344 
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are its essential features, make it impos^^ble for a Slate to 
hope for revenue bj' engaging in it. 

Exceptions to this gcner;il rule are rather apparent than 
real. When a StatiJ possesses and works lands, forests, 
mines, or factories—unless the produ'ets are used in the 
state service—it must find a market for what it turns out, 
but even this irreducible minimum of commercial trans¬ 
actions is the weakest jiart of state (^'(Jiiomy, and by it.s 
risks forms an additional objection'to those already urged 
against increasing public lands or industries. The same 
necessity, of course, exists where an article is artificially 
monopolised lor the pur|)ose of effective taxation, a jiro- 
ccss that is .sometimes confined to the .sale, leaving the 
[jfoduction to private enterprise. Revenue obtained in 
this way is virtually taxation on the commodities so 
treated, and must be consiilered in that connexion. The 
only special case that we ncerl notice is that of the Dutch 
Government trade from Java. Under the ‘ culture .system ' 
large quantities of valuable products, chiefly coffee, tea, 
and spice.s, were received by the (iolonial Government ami 
.sold at a high rate. For many years large surpluses were 
realised, but lately the modifications of the culture system 
and life fall in prices have led to deficits in the colonial 
budget, and given still further proof of the h.izardoii.s 
nature of such revenues.’ 

§ 2. The business of banking is in so many ways con¬ 
nected with the .State that its |)ublic management appears 
to have much to recommend it. The ordinary method has, 
however, been that of granting concessions to juivilegcd 
companies, which arc bouml to afford facihuii^s to the .State 
in return for advantages enjoyed. Englaml, I'rance, and 
Germany at pre.sent adopt this policy, with the various 
modifications that the circumstances of each country make 
advisable. The pure ‘ .state-bank,’ in which ‘the capital 
of the undertaking is supplied from the public funds, is 

The Dutch jjolicy in J-vva i.s loo favouralily tle.scrihcti liy A. K. \V.allacc, 
Arfhi/<elago, chs. 7 and 17. .See also Wagner, i. 626-7. 
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found only in Ryssia and Sweden. In most countries 
banks contribute to the revenue either by the special ser¬ 
vices that they perform for the State, by ta.xation, or by 
sharing profits over a certain point v/ith the Treasury, the 
last being the system of the German Imperial Bank.^ 

Banking may naturally be divided into dealings (i) with 
money, and (2) with capital. There are strong reasons 
‘for regarding the former as a state function, and it is 
probably from this parf of the business that public revenue 
may best be obtained.^ The trade in capital, on the other 
hand, seems entirely unfit for governmental intervention, 
though some small revenue may be gained from it by 
judicious ta.xation. 

The relations of public finance with the banking .system 
are not confined to questions of revenue. The public 
debt in its different forms, especially that of inconvertible 
paper i.ssues, is mi.xcd up with the trade in capital, and the 
whole mechanism of the financial system is dependent for 
its successful operation on the agencies of credit. We 
shall therefore have more than once to return to the 
subject.® 

Another form of state banking has come, into e.xistence 
in the last thirty years in the .savings bank, which origin¬ 
ated in England in i86r, and has c.xtended to Belgium, 
Italy, Holland, France, Austria, and Sweden; but its 
financial importance is confined to the aid which the large 
deposits afford in the creation of terminable annuities. 

§ 3. A more important but at the same time more 
questionable source of revenue is by many States derived 
from the recefpCs of lotteries conducted by the government. 
The tendency of the State to seek gain from the errors or 
vices of its subjects is very noticeable in the earlier periods 

I The Imperial ll,ank of Germany appears as an annual contributor to the 
Budget, the amount for 1901 being 12,.117,770 marks. 

’ Cp. Ricardo’s ‘ Plan for the Establishment of a National Bank,’ where the 
two branches of banking are carefully distinguished. IVcris, 503-12. 

• For inconvertible issues as a form of loan see Bk. v. ch. 6, and for the 
relation of the Treasury to banks see Bk. vi. ch. 2. 
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of financial history. Appeals were ofto|i made to men’s 
‘absurd presumption in their own good fortune,’ by the 
establishment of periodical lotteries, in which the con¬ 
tributors, taken as a^body, were certain to lose. In. many 
cases the lottery became a state monopoly, and .several 
examples still c.xist. The Prussian budget estimate for 
1902-3 assumes a yield of 88,263,500 marks from this 
source. Italy is the receiver of a huge revenue from 
lotteries, the gross yield for 1901-2 being computed at 
67,500,000 lire. Saxony, Hamburg, Spain, and Hungary 
are also indel^tcd to this .system for a portion of their 
revenues. The objections are rather moral than economic, 
thpugh the virtues weakened by the prevalence of gam¬ 
bling are the peculiarly economic ones of prudence 
and willingness to ac<iuirc wealth by labour. 

From the purely financial [loint of view, the more refined 
lottery systems depending on combinations of numbers 
are objectionable, as there is some uncertainty as to their 
gains. The State is exactly in the position of the banker 
of the gambling table. Thus 1885 was a bad year for 
the Italian lottery, 1886 a good one. The simple method 
of prizes arranged in classes is preferable, but it appeals 
less powerfully to the spirit of adventure, on the prevalence 
of which the institution depends for its continuance. 

The pernicious effects of state sanction of tlie vice of 
gambling have led to the abandonment of the lottery 
system in Kngland (1826), Hes.se (1832), Prance (183C), 
Sweden (1840), Bavaria (1861). and Switzerland (1865). 

§ 4. Adam Smith has made the institution of a ‘ public 
pawnshop’ familar by his reference to thc» case of Ham¬ 
burg ; and many similar establishments in the shape of the 
■ Monts de PiiHt’’ in France, Belgium, and some German 
States are in existence. The proceeds, when they exceed 
the advances and cost of working, are not applied to public 
use, so that the whole system is rather a charge, chiefly on 
municipal revenues. 

A priori it would seem that the lending of accumulated 
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wealth would be % convenient mode of securing a revenue 
for the public services, but, as in the case of industrial 
investments, the test of experience makes it plain that this 
is really an expensive way of obtaining the necessary 
supplies, since the principal has first to be raised, and is 
afterwards less productively employed than when left in 
the ownership of private persons. A true conception of 
the relation of static,income to the national income, which 
is the sum of all private incomes within the nation, 
overthrows the fallacy of state accumulation and invest¬ 
ment. 

Notwithstanding the force of this general canon, the 
financial accounts of modern States exhibit apparently 
many examples of advances of capital by the State, but on 
closer investigation these cases turn out to be connected 
with the use of public credit. For the furtherance of certain 
economic or social ends, such as the improvement of land, 
or the erection of better dwellings for workmen, or muni¬ 
cipal improvements, advances are made by the central 
government cither to individuals or to local bodies, but these 
loans are themselves ultimately derived from private capital 
by means of public credit. The Treasury acts simply as 
an intermediary in supplying capital for certain desir¬ 
able objects—a position made clear in England by Vi.scount 
Goschen’s separation of the local from the general debt. 
Repayment of the money so advanced is but the appro¬ 
priate method of discharging the amount of debt that was 
contracted for the original loans. 

§ 5. The interest on capital lent out is thus not a source 
of state revenue that need receive attention here, since it 
does not really increase the public receipts. VVe may 
therefore pass on to consider those kinds of revenue 
that are fixed in amount and admit of capitalisation, 
a circumstance that connects them with the gains from 
invested capital, notwithstanding that their origin is very 
different. 

Foremost amongst such revenue is the gain from charges. 
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on^and. In an earlier chapter of the present bo.ok we 
found that the agricultural domain had o^teii passed gradu¬ 
ally from the hands of the sovereign by the introduction of 
hereditary leases. Permanency of tenure without limita¬ 
tion of rent is of Iktle benefit, as incie:asc in the charge 
can always be imposed in order to destroy the tenant’s 
interest. Consequently, the fixing for ever, or for a long 
term, of the rent to be paid accompanies the hereditary* 
lease. The variable payments beco»ie settled and definite 
charges. 

In another way the same form of revenue comes into 
existence. The servile tenures of the Middle Ages pre¬ 
scribed a great variety of duties to be ])erf)nned by the 
tenants, which under the new conditions of‘money economy’ 
were commuted into fixed sums. ICnglish legislation on 
copyholds, the measures of the Trench Constituent As¬ 
sembly, and Prussian land legislation since 1807 have all 
had this commutation and settling of dues as one of their 
objects. The tithes—so peculiarly distinctive of ecclesi¬ 
astical property—have also undergone the same treatment, 
wherever they have not been abolished, ihc universalilj’of 
the forces that work this change is shown by the extension 
of the t«rms of the Indian land settlements and the favour 
in which perpetual settlements are held. I he difficulties 
as to drawing a distinction between rent aiul taxation in 
India have been already noticed, as also the fact that with 
a perpetual settlement the state receiirts in reality belong 
to neither head, but arc a thing 

A still further (jue.stion arises, viz. whether long-continued 
taxes on land .should not be included in thjM class of re¬ 
ceipts. Much controversy has arisen in conne.xion with 
the P'rcnch Iinpot Fonder; (me party contending that its 
burden has cea.sed to be felt, since all purchasers deducted 
the capitalised amount of the tax from the purchase money, 
while opponents of this view have brought forward the ever- 
open possibility of changes in the ammint so levied. The 
* See HU. ii. ch. 2, § 2. 
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broader theoretical aspects of the matters at issue ^ill 
occupy us in studying taxation,' when we shall see reason 
for adopting the last-mentioned view, but some concession 
can be made to the advocates of the ,' cnt-charge conception 
of land taxes. Where, as in the case of the English Land 
Tax of 1692 (originally intended to include all property, but 
evaded by the holders of movable wealth), the amount is 
fixed on each estate, it docs become a charge on the land. 
The .sy.stem of redemption, applied first in 1798, is of itself 
sufficient to prove the correctness of this view. The so- 
called ‘English I.and Tax’ is gradually disappearing. 
Erom its highc.st point of ;^i,9i 1,663 i'l 1798, it has come 
down to ;6'755,000 in 1900-1.* 

The expediency of allowing redemption by the panties 
liable to such charges depends altogether on the nature of 
the burden. So long as the land tax was, or was intended 
to be, variable, permission to capitalise the payments would 
necessarily be futile, since a fresh charge could always be 
imposed, but, where fixity has been introduced, redemption 
is generally for the advant.age of both sides : for that of 
the person liable, since otherwise he would not consent to 
redeem, and for that of the State, which is thereby enabled 
to reduce its liabilities. Whether a charge should.be fixed 
or not depends on the way in which it has been estab¬ 
lished, and is mainly determined by considerations of 
public policy. The conversion of taxes into fixed pay¬ 
ments is, however, unquestionably an error in finance, as 
owing to the growth of public expenditure, provision has 
to be made for procuring larger sums, while the immo- * 
bility of caclj existing t.ax compels the financier to have 
recourse to new and, on the whole, less eligible sources of 
revenue. The same consideration applies to commutations 
of rent, either of land, of mines, or of concessions for rail- 

' See Bk. iv. ch. i. § 9. 

’ See Dowell, History of Taxation, ii. 48 sq., and iii. 81-91, for the history 
of the tax. Movable property was exempted in 1833, and oflices and pensions 
in 1875. 
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ways, canals, and other undertakings. The probability is 
that they will give a larger return at 5 ach renewal, and 
this additional gain is lost by commutation for a fi.xed sum, 
unless, indeed, full aljowance is made in the arrangement 
for the value of the increments that may rcasonal)ly be 
expected in the future. Such tran.sactions are not usually 
settled on terms favourable to the public interest. An 
individual will not estimate a \cry distant gain at its real’ 
value to the community, and, as a re4^ult,tho fi.xcd payment 
will be but slightly raised by the inclusion of a benefit to 
be obtained later on. Financially, it is best to reserve these 
prospective reneipts for the new objects of outlay that arc 
certain to arise. 

^ 6. llesides the services attached to land, tlierc is a mis¬ 
cellaneous group of receifits which may conveniently be 
noticed here. Historically they belong to the class of 
regalia, and are due to the sovereign’s pri'rogative. 
Amongst them we may mention charges for the iirivilegc 
of hunting, or of fishing, which to .some small e.xtent con¬ 
tribute to the public revenue at present. Media val finance 
expanded this class of receipts to a remarkable extent. 
They acted, as Roscher as .shown, as a traditional form be¬ 
tween tjie earliest condition, in w hich the domanial revenue 
sufficed for the roj'al .service, and the later slate economy 
depending chiefly on taxation.* Our modern customs and 
excises appear in germ in these feudal or imperial dues. 
Succession duties can also be referred to the same source ; 
but, apart from what may fairly be regarded as tax revenue 
in rudimentary form, there are the well-known feudal aids, 
the right of the .sovereign to fines, that of taking ownerless 
goods, and the numberless other claims that the ingenuity 
of lawyers succeeded in establishing. 

Modern finance has chiefly to deal with these preroga¬ 
tive rights so far as they help to explain the evolution of 
existing .systems of taxation, or in the .scattered remnants 

* Roscher, § 18. The wliole chapter (Bit. i. ch. 4) is one of llie liesi in 
his work. 
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which are found as survivals in every country, inexplicable 
except on historical grounds. The discussion also serves 
as a suitable introduction to another class of public receipts 
that has pre.sented much difficulty in< regard to its correct 
position in the financial system. <- 

55 7. The problem of classifying the revenues known as 
‘fees’ {Gebilhren') need not be again considered.' In 
accordance with thy conclusion before reached, no separate 
department for fees ic requisite. Some of the .so-called 
Gebuhren, e.g. the [lostal revenue, have been noticed in the 
preceding chapter, others will find their place in the study 
of taxation, while the remainder of the heterogeneous class 
will be considered here as a secjuel to the fixed charges 
imposed by the State. By this method the complicatit/ns 
that otherwi.se occur are avoided, and the creation of a 
distinct group of state rcceipt.s, co-ordinate with that 
derived from taxation, becomes unnecessary. 

If further justification were needed for this breaking up 
of the topic of Gebuhren that German financial science has 
laboured so strenuously to develop, it would be found in 
the remarkable divergences of o|)inion among its exponents. 
No two of the able and erudite workers at the subject give 
precisely the same interpretation and arrangement. The 
one fi.xcd and definite result obtained can be and is recog¬ 
nised in our treatment, viz. that the ‘ fee ’ is [laid in return 
for service done, and that it does not bring in a clear return 
to the State over and above the cost of the service for 
which it is paid. 

The classification and division of the different kinds of 
fees is almost,as un.scttled as the nature and position of the 
whole system, but when we deduct those charges that really 
belong to the industrial domain, as also whatever is in fact 
tax revenue, the difficulty is very much lessened. Special 
reasons apart, the State may charge for any service ren¬ 
dered to^ a determinate individual, and therefore it would 

* See Bk. ii. ch. l, §§ 4, 5, and note at end. 
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seem abstractly possible that each public function would 
have its corresponding fees. State services cannot, as we 
know, be analysed and their effect on each citizen assigned. 
The general intcrest.s* of the society are a matter of im¬ 
portance to all ; were it otherwise the wfiole organisation of 
the State might be dissolved, and its duties given up to in¬ 
dividual enterprise. Fees come in only as a supplement to, 
the other receipts of the public e.Kchcqiicr, and have to be 
confined to certain cases of mcasuralile services, where the 
citizen is brought into direct contact with the (niblic 
power. 

§ 8. The admini.stration of justice has been the occasion 
for the earliest of these charges. Without returning to the 
previously considered position of primitive law courts,* we 
need only bear in mind that the cost of law services has been 
more and more placed on the general revenue. From being 
self-supporting, the cost of justice has been steadily in¬ 
creasing. Nevertheless, a large number of charges are still 
levied in conne.xion with legal [rroceedings in every modern 
country. The United Kingdom shows net receipts for the 
year 1893-4 to the amount of /,’870,844 under the general 
head of ‘ Fees,’ of which by far the largest (jart was obtainerl 
from coitrt charges. .Local governments al.so receive fees 
for police ami justice which ought in strictness to be added, 
but the total amount was less than ^^^500,000 for 1887 -8. 
In France the .system of court fees in the older form of 
apices was abolished at the Revolution, but the charges for 
documents and legal forms arc still a part of the revenue 
under the title Greffe, The timbre, or stamp duty, al.so 
affects judicial act.s, but the greater part of«its return is 
really taxation. For the year 1888 the receipts from the 
Greffe were 8,225,000 francs. The same category of 
receipts in Italy for the year 1881 came to 7,000,000 lire. 
The several German States, as ■ well as the ‘Imperial 
GoveriTment, obtain more or less revenue from tlie same 


‘ Bk. i. ch. 3, § 1. 
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source. So do nSany of the American commonwealths, 
but the value of the comparative figures is very little, 
owing to the intermixture of fees with taxation.* 

Besides the revegue derived from (jontentious proceed¬ 
ings, or from fines on criminals, there are numerous juridical 
acts which require for their validity the payment of a con- 
•tribution to the State, or which involve work on the part 
of the public officialj, that can be charged for on the 
ordinary principle of service done. Such are entries in 
official registers, grants of naturalisation, and the supply of 
copies of legal transactions. One of the mqst important in 
practice is the dealing with land titles. In all countries 
with a proper land system owners’ titles are registered %nd 
changes in the rights over land are recorded. The benefit 
of .such a system to owners and intending purchasers is 
beyond question, while the cost is very moderate. A low 
scale of fees for the operations of the registry suffices to 
cover its expenses, and therefore is an eminently suitable* 
mode of providing for them. Such charges are in principle 
clearly distinct from the heavy duties on the transfer of 
land that still exist in France and form a part of the 
system of enregistrement. Low fees have the double ad¬ 
vantage of .securing without difficulty a good proportion of 
the e.xpcn.se that administration entails, and of allowing 
transactions to be carried on without check. 

§ 9. Fees for justice and juridical acts shade off almost 
insensibly into ‘administrative fees’ ( Verivallungsgebuhreti)^ 
so that many of those enumerated in the preceding section 
might fairly, be placed under the latter head, but where 
the payment'is made in connexion with questions of legal 
right, it seems better to regard it as a ‘ law fee.’ Among 
administrative fees those for ordinary certificates, e.g. of 
births, deaths, and marriages, may be included the issue of 

^ ‘ Die absolute und relative Hbhe des GebUhrenertrages in verschiedenen 
Staaten triit einander zu vergloichen, ist darum bis jetzt nur hochst unvolb 
kommen moglich, weil die Gebuhren fast Ubcralb jedoch mit sehr vcrschiedenem 
Grade, mit Verkchrssteuern verquickt sind/ Roscher, § 23, n. 16. Cp. Wagocr^ 
ii. 69. 
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oassports, attestation of degrees and < 3 iploinas, and the 
many other payments for special official relations. Moru 
important, however, sye charges connected with economic 
transactions, such as.fees for testing tho quality of articles, 
that now exist chiefly as survivals of the older system of 
regulation, as e.g. the English hall-mark on gold and silver, 
or have been introduced on social grounds, as in the case * 
of testing for adulteration. . 

In this somewhat miscellaneous collection, whose in¬ 
definiteness results from the wide extension of state func¬ 
tions, may be placed the revenue from seignorage. The 
function of coining money is undertaken by every civilised 
go^^ernment, and in most cases a small amount of the metal 
sent for coinage is retained in order to meet the expen.ses 
of the process. Where the deduction is limited to the 
amount necessary to cover the cost it is substantially a fee 
for guaranteeing the fineness and weight of the currency. 
The English mint does not even do this in respect to the 
gold coinage, which is a cause of expense to the State. It 
is more than recompensed on the token coinage of silver 
and copper, which gives a varying surplus, amounting for 
the ycar.iSSp-po to the unusually large sum of £77^,000. 
Receipts of so con.siderable an amount, if normal, would 
not be treated under the present head. If it could be 
shown that the seignorage charge pressed on any class or 
classes, it would be a special tax levied on them ; if it was 
the result of state monopoly, it would be a gain of the 
State from the industrial undertaking of coinage. As any 
large gain is very rare—the receipts of the ^'-''gl'sh mint 
for 1889-90 were described by Viscount Goschen as a 
‘ windfall which cannot be expected to recur ’ —and as .some 
mints do not cover their working expenses, it is best to 
regard seignorage as being'one of the class of ‘ fees.’ 

Charges for testing weights and measures make another 
item in the list; so do lighthouse dues and dock charges 
In almost every case of administrative action there will be 

* Budget Speech, April 17th, 1890. The receipt for 1897-8 was ^421,000. 

R 2 
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some receipts owiiig to the definite services that are ren¬ 
dered to individuals or the commodities supplied to them. 
The sale of official publications may be given as an 
example. _ ^ 

A comparatively important but dimini.shing head of 
revenue from ‘ fees ’ is found in school attendance pay- 
.ments. The promotion of education is now regarded as a 
public duty, involving extensive outlay, which must be 
supplied either from taxation or from the fees paid by 
those who avail themselves of instruction. There seems to 
be no reason why a part of the expenses^ of the system 
should not be borne by the parents, unless in the case of 
actual destitution. The tendency, however; is towards 
their removal. The United States, and France since i88i, 
have no fees for primary schools. Prussia still retains 
them, but they have disappeared in the United Kingdom 
under the operation of the Education Acts of 1891 and 
1892.^ The higher educational institutions also produce 
fees in small amounts, as e.g. in England the University 
of London, before the recent change in its constitution 
almost covered its annual working expenditure by the fees 
of candidates for its degrees and certificates. 

§ 10. Looking back on the list of receipts that may fairly 
be classed as fee.s, we see the absence of any harmonious or 
logical arrangement. There is no branch of the public 
power to which they can be attributed ; they are spread 

^ The amounts paid in 1889 were as follows :— 


England. Fees in School Board schools. 635,255 

*’ Fees in other schools receiving grants 1,207,695 

Scotland. Fees in public schools . 249,155 

In other schools. 46,164 

Ireland. School fees in National schools ... 110,592 


Total .. ;^2,248,861 


Prussia the school fees were in 1871 10,498,794 marks. 

.. 1878 12.975-5*7 .. 

,, „ 1886 10,926,085 „ 

Cohn, g 190, n*. 
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over the local and general budgets, anc^ sometimes never 
come into account, being the perquisites of the officials who 
receive them, as is not uncommon in the United States. 
Much of the law that* regulates them is only of intoi-cst in 
administration ; they are often incxtric'ably mixed up with 
the public industrial receipts and with taxes, especially 
‘taxes on commerce’ (^Verkehrssteuern)} and finally the^ 
aid they give to the financier is not oonsiderable. They 
may indeed be regarded as incidental products of state 
action. Just as in manufacturing processes certain by¬ 
products are found which are sold for what they can bring 
or as the labourer disposes of his spare hours for any wages 
that will overcome his desire for leisure, so the mechanism 
of"the State, while aiming at the efficient discharge of the 
ta.sks set to it, nevertheless does not refuse to collect revenue 
that can be acquired without neglect of the primary object 
in view, and such revenue is that from fees. 

There is thus complete justification for regarding them 
as an appendage to the quasi-private economic receipts, as 
we have done in the present chapter." 

* Cp. ‘ Bei dem engen ZusammcMihang von RcclU.s* und VerwaltungsgebUlircn 
mit Verkehrsstcuern in dcr Praxis und bei dcr filr bcidc viclfach gonicinsamcn 
Erhebungj^form im Stcmpcl ist die bcziigliche Einnahine daraus eifcnso wie 
die Gesetzgebung dariiber nicht wohl zu Irenncn. Die Ge.sctze bclrefien nieist 
beide Al)gal)eartcn in hunter Vermengung.’ Wagner, ii. 69. 

* See note to Bk. ii. ch. l for further discussi'»n of this point. 
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STATK PROPERTY.—GENERAL CONSIDERATIONS ON 
QUASI-PRIVATE REVENUE' 

§ I. We have now examined the different classes of public 
receipts that can be fairly classed as ‘quasi-private’ or 
‘ economic ’; what the practical financier would describe 
as ‘non-tax revenue.’ The component elements are some¬ 
what heterogeneous, a necessary result of the variety and 
complexity of public administration. Some of the categories 
shade off indefinitely into the other great class of contribu¬ 
tions obtained through taxation, and thus deprive the 
technical groupings made for practical purposes of the 
logical consistency needed in scientific inquiry. In another 
respect the nature of things presents difficulties in the way 
of preci.se classification. The ‘ economic ’ revenue of the 
State is the product of property held, or payment for ser¬ 
vices done, by it. Great masses of public property are, 
however, not productive of revenue in the ordinary sense. 
From the Houses of Parliament down to the smallest 
court-house-^from Epping Forest to the village green— 
there are buildings and lands that bring in no return to be 
entered in any budget, local or general. They are, never¬ 
theless, a constituent part of the public domain, the loss of 
which would be seriously felt even financially. They con¬ 
tribute not wealth in the strict sense, but utility, and the 
problem of determining their financial advantage is there¬ 
fore a difficult one. It seems that the best mode of framing 
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an approximately correct estimate is to take the sacrifice 
that their loss would impose. The destriJction of the public 
buildings of this class in the United Kingdom would place 
a considerable charge on both national and local resources, 
and this sum gauges the value of the e.xisting buildings. 
The same test applies to the land devoted to general use 
such as parks, commons, and roads when free from tolls.* 
The last-mentioned case shows how revenue-yielding i)ro» 
perty can pass into the class uncU-T discussion, and the 
French canals previously noticed afford another instance 
Strictly speaking, the policy of charging fees only equi¬ 
valent to, or even under, the cost of maintenance is an 
intermediate stage between using state possessions as a 
source of economic revenue and abandoning them to 
gratuitous use. 

The extension of this ‘unproductive’ public domain is 
one of the remarkable features of the present century. The 
movement, usually de.scribed under the title of ‘ .State 
Socialism,’ has made public authorities owners of museums, 
picture-galleries, libraries, baths, gardens, and the other 
appliances of a civilised society. No materials are at 
present available for forming an adequate conception of the 
extent of the movement, but of its reality and importance 
there can be no question. It is not limited to any particular 
country, and it is as prominent in local as in central govern¬ 
ment. Though commonly placed under the head of ‘ -State 
Socialism,’ it is really ‘communistic’ rather than ‘social¬ 
istic,’ since it implies the gratuitous supply of certain advan¬ 
tages that may be wholly unearned by the receivers. The 

* Other but less satisfactory mea.sures have l)ccn sopictimes suggested. 
Instead of the cost of restoration the original cost of production or acquisition 
would, it is said, show the ainount of public advantage obtained from tlic 
outlay. This method is certainly easier and more definite, but it overlooks 
the fact that mere cost, as such, does not determine value, and that all fixed 
forms of wealth change their values, generally in a <lownward direction, in the 
course of time. Land is the only part of the national possessions that is 
likely in the long run to increase in value. The measure of present exchange 
value is also inapplicable, as much of the property forming the public domain 
is not of a kind that is demanded by private purchasers. 
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classes that benefit directly are not those who contribute, 
even in labour, to the work of society. The public domain, 
applied to cither state or general use, also influences the 
financial [wsition by the outlay that fs needed to keep it in 
efficient working. The e-xistence of numerous public build¬ 
ings, of large areas of land devoted to the service of the 
community, of works directly supplying state needs, might 
give a very considorable sum of assets to be entered in the 
national ledger if an inVentory of state property were taken.* 
It must, however, be remembered that the State is in mer¬ 
cantile phraseology ‘ a going concern.’ Its property cannot 
be realised without suspending the processes' of political life, 
and .so long as these continue further expenditure is un¬ 
avoidable. This part of public property resembles Vhe 
mansion, demesne, carriages, plate, and furniture of a rich 
man, which are only productive of wealth on the break¬ 
ing-up of his establishment, and otherwise involve him in 
additional outlay.'^ Isach is, in the language of modern 
economists, the ‘consumers’ capital’ of the proprietor, 
affording utility but not revenue in the narrower sense of 
the word. 

These various points of connexion are quite sufficient 
ground for noticing the unproductive possession .4 of the 
State, and their suitable position is plainly in immediate 
sequence to that other section of public property which 
docs contribute to the resources of the budget. Between 
land earning profit and land that merely affords enjoyment 
there arc so many intermediate gradations that we pass 
almost insensibly from one to the other; and the same 
statement is a.pplicablc to some other forms of fixed capital. 

There is an evident convenience in the use of separate 
terms for these two classes of public property. The 

* As pursued in Italy under the system of M. Cerboni. 

• As pointed out by Mr. Devas— Pol. Economyy 585—there may be a hnancial 
gain by the inducement given to foreigners to settle in the country, e,g. Italy 
with its artistic treasures. Further, the earning powers of the inhabitants may 
be increased. This property is then indirectly productive. 
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language of French administration de.scy il)es the revenue¬ 
giving part as ‘ Domahie priv^ de Petat', while the remainder 
is the ‘ Domaine public’, though the latter term is some¬ 
times used in a widSr sense to include all the possessions 
of the State. The phrase ‘ l'>oinaine pi'ive’ has often a legal 
rather than an econcimical or financial meaning, and denotes 
the property held by the State as a juristic person. Stein 
has proposed the terms ‘ Doiiiiincn ’ an J ‘ StiTu/sbcsiis ’ for 
the ‘productive’ and ‘ unproductivd ’ parts of the public 
property, and perhaps the best Fnglish e(iuivalents would 
be ‘domain’ and ‘property,’ though the latter is rather 
too vague unless qualified by some limiting term.^ 

§ 2. All the sources of revenue described in the present 
book possess one common fe.iturc that differentiates them 
from the tax receipts. Their amount has no essential con¬ 
nexion with the public wants. No matter what may be 
the demands on the juiblic treasury, the various parts o( the 
national domain will continue to give the returns that the 
economic conditions establish. State lands will afford rent, 
state investments interest, and state industries profit under 
the normal form of tho.se divisions of income. They will 
not increa.se in times of pressure, nor will they diminish 
when fifnds arc abundant, and they therefore deserve the 
epithet ‘ mechanical ’ as opposed to ‘ organic ’ which has 
been given to them.''* This feature of itself makes recourse 
to taxation a necessity in times of increasing expenditure. 
Even on the supposition that England had sufficient returns 
from its economic revenues to meet the expenditure of 
1790, the French wars would have disturbed the balance, 
and it would never since have been restored. It might 
appear that the proposition just stated is not strictly 
exact. Fresh state wants might lead to more judicious 
management of the domain. Rents might be brought 
nearer to the economic limit. State industrie.s' might be 

* Leroy-Beatilieu, i. 28 ; Say, DicHoimaire d’£co>wmie politique, 1. 719 ; 
ib., Dictionnaire des Finances^ i. 1482-85 ; Slein, ii. 144 wj. 

• Umpfenbach, 78. 
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worked with a closer eye to profit, and fees, notably, might 
be made higher. This qualification is only apparent. The' 
previous low receipts were either the result of bad manage¬ 
ment or of a particular line of policy, and if the former, 
could have been rectified apart from •the new needs, if the 
latter, would involve the loss of the object previously aimed 
at. Increa.sed rents may retard agricultural advance, 

' higher railway charges injuriously affect commerce, and in¬ 
creased fees tend to Jimit the transactions on which they 
are charged. Assuming then that pre-existing receipts 
have been arranged on correct principles, no increase can 
be obtained without a corresponding loss to»the community, 
and in many instances it will be really taxation, as may 
easily happen with regard to any economic sources of 
income. It is further probable that new demands will act 
injuriously on the economic revenues, e.g. war with its 
accompanying expenditure retards social progress. 

The antithesis between ‘mechanical’ .and ‘organic’ 
revenue is thus shown to be based on the natural conditions 
of the two classes, and to indicate the place of e<ach in a 
developed financial system. 

§ 3. The’ division of the mechanical sources between 
central and local authorities is in general determined by 
the history and situation of each particular country. Land 
may, it would seem, be held either by the State as repre¬ 
senting the sovereign of mediaeval times, or by the parish 
or commune, which is the descendant of the old village 
community, but peculiarities in legal development have 
influenced the actual position. The English parish is very 
different frorn the French commune with its juristic per¬ 
sonality and separate property.’- The commune and the 
State are in most European countries the only public powers 
that have had enough continuity of existence to acquire 
the ownership of land. The Crown and Church possessions 

’ The tocal Government Act (1894) by the creation of ^^rish councils and 
the powers given to the parish as a unit has considerably diminished the force 
of this contrast. 
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have passed to the latter, the ‘ waste’ of the district to the 
former. * 

Intermediate bodies under unified governments, e.g. 
the English ‘ County’and the French ‘ Department,’have 
little economic receipts, and what they* possess is of* recent 
origin. Federation naturally supplies the principal sub¬ 
divisions with larger possessions, or rather it leaves them 
the wealth which they held before union, though in certain 
cases the tendency is towards placing land, and especially 
forests, under the central government.^ 

With regard to industrial undertakings the general rule, 
confirmed by.practice, is in favour of placing them in 
charge of the State. Local bodies cannot be e.xpectcd to 
dsel wisely with the complicated and involved questions 
that must arise. The principle of ‘ jjarticular interest’ is 
the reason for a class of exceptions. Just as those public 
functions that principally concern a town or district .should, 
generally speaking, be entrusted to its authorities, so should 
the industries connected with those functions or services.. 
It is on this ground that municipal gas and waterworks, 
main drainage systems, and tramways are to be justified. 
Such undertakings are most prominent in urban districts, 
but, if *eeded, rural bodies may fitly carry them out. Local 
railway lines {eg. the Clieinins dc Fei- d'intch(t local of 
French finance) may be, ainl sometimes are, owned by the 
appropriate local body. The railways possessed by the 
various German States would probably be more success¬ 
ful if they were in the hands of the imperial adminis¬ 
tration, and such was the original design of the promoters 
of state purchase, only defeated by the jealousy of the 
smaller States. 

Postal and telegraphic administration and industries 
monopolised for the purpose of special taxation are best 
suited for administration by the general govenvnent. As 


* Cp. the recent Swiss legislation on forests already mentioned (yk. ii. ch. 2, 
§ lo), and the surrender of public lands by American States to the Federal 
Government. 
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regards the variojis receipts capable of capitalisation no_ 
general rule obtains. When they are received by local 
bodies supervision by state officials is desirable in order to 
prevent maladministration or redeinjation for insufficient 
value, but there seems to be no reason*for depriving a town 
or district of any resources of the kind that it may possess. 
Its taxation is so far reduced, and the nation as a whole 
has no claim to th» funds. 

Fees have to be dfstributed according to their source. 
Local administration is fairly entitled to what may be 
called its ‘ incidental earnings.’ On the other hand, all 
administrative revenue that is gained by'agents of the 
central government is justly due to it. By this simple 
rule much confusion is avoided, and there is the Bfest 
chance of effective control. 

A like consideration ought to guide the division of un 
productive property. Whatever land or buildings subserve 
the wants of local administration should belong to the 
authority so administering ; the general government should 
retain the remainder. Thus buildings for the local courts 
park.s, or baths for a town are best put under local control 
National museums or libraries, or the principal courts of 
justice, belong rightly to the State. * 

§ 4. The necessity or advantage of general rules on the 
subject of division is, however, much reduced by two cir¬ 
cumstances viz. first, the variety of conditions in different 
countries, and the numerous modifications in the structure 
of local government. Much more depends on the character 
of the particular people, or even the particular body, than 
is usually the. case in finance. Thus the devolution with 
benefit of powers to the Corporation or to the County 
Council of London is no argument for a similar course 
with the municipality of Paris. Nor can inferences be 
safely drawn from both these bodies to the proper position 
of the Corporation of New York. At present the duty of 
the inquirer is rather to note the actual phenomena, avoid¬ 
ing hasty generalisation. The other qualifying circumstance 



CHAP. V 


ON QUASI-PRIVATE REVENUE 


253 


is tile interaction of the central and loca^bodie.s in respect 
to finance. Not to touch as yet on taxation, vvc can, even 
at present, see that land belonging to the comuiimes may 
for financial reasons *be managed by the State, aijd the 
receipts paid over to the owners. Agam, local bodies may 
for convenience or economy take charge of public property 
which is essentially that of the State. So also general fees 
may be received by local officials, or viic versa. The con-* 
sequence is that the two agencies, or' rather the two sides, 
of the public power are so interlocked that systematic 
distribution of revenue cannot be made without a compre¬ 
hensive survey of the whole position, and full allowance 
for the many influencing conditions. 

§ 5. A final question now presents itself, viz. what is the 
proportion of revenue contributed by the ‘mechanical’ 
sources? Or, in other words, how much is left to be 
supplied by taxation ? The answer, it need not be said, 
will vary according to the time and the country to which 
it applie.s. In some German .States, at the end of the 
Middle Ages, taxation did not exist save as an c.xccptional 
resource. The present English or French revenue is almost 
wholly made up from this ‘ c.xtraordinary ’ aid, as it was 
ancientfy called. And many intermediate positions are 
to be found. 

Before entering on the.se particulars we must recall a 
distinction noticed already for another purpose, viz. that 
between gross and net revenue. Modern finance has 
accepted as correct the policy of bringing all sums received 
and e.xpended into account, so that the budget shall re¬ 
veal any defect in the operations carried on. • For scientific 
analysis it is just as necessary to eliminate certain elements 
from each side of the accounts. To take the nearest 
example. In the English accounts for the year igoo-i, 
Posts and Telegraphs figure on the revenue side for 
17,250,000, and form over 13 per cent, of the .receipts. 
The expenditure was, however, taken as .£’12,700,000, and 
this, deducted from the former sum, leaves the more 
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modest item of 550,000, or less than 3 per cent. If all 
the component parts of revenue were equally affected by 
this diminution there would be no dipculty in comparing 
amourfts ; but the npture of the quasi-[jrivate State revenue 
makes the gross largely exceed the net receipts, while in 
respect to taxation the existence of any remarkable differ¬ 
ence between the two is of itself a strong objection to 
the particular form‘so ^affected as showing undue cost in 
collection. Nor are these differences confined to the tax 
as opposed to the non-tax receipts ; within the latter class 
the relation of net and gross revenue i.‘j not in every, 
perhaps hardly in any, case exactly the same. The Indian 
land revenue gives a very high proportion of net return. 
In 1899-1900, about ;^I4,500,000 out of ;^i7,2oo,ooo. The 
Prussian mines, on the contrary, give very little net re¬ 
ceipts, and some purely industrial enterprises have often 
a balance on the wrong side. 

What is most important at present is to recognise 
that in estimating the financial merits of the various 
sources net revenue is the only sound basis of calculation. 
No matter what arc the gross incomings, if there are 
equal outgoings the exchequer does not benefit. ,Taking 
this view, we are led to reduce very much the importance 
of the economic receipts. Except in the case of rent the 
net returns are small. Even the Prussian state railways, 
the most profitable of public undertakings, do not produce 
much revenue when compared with the total net receipts 
of the budget. Besides, the intrusion of the tax element 
tends to deprive some of the most important public 
industries of their purely economic character. 

§ 6. The intermixture of economic and tax revenues as 
well as the complications of net and gross receipts, and 
the involved relations of capital and revenue accounts, 
prevent a precise and definite answer regarding the pro¬ 
portion of public expenditure defrayed out of taxation. 
It is, however, possible to give approximate results that 
are not without value. In the English financial year 
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1901-2, the receipts from taxation were ; 5 i 21,893,000. The 
cost of collection was £2,970,000, leaving a net return of 
;£■! 18,923,000. Non-tax receipts came to ^^21,105,000, 
expenditure to i^,3c>c>>oo®> ^md thp net receipts to 
;^7,8 oS,ooo. 

Passing over the various readjustments that the question 
of fees and the distribution of interest on capital charges • 
might in strictness necessitate, 94 ger'cent. is obtained 
from taxation against 6 per cent, from other sources. 
Local finance in England and Wales for the year 1898-9 
(the last availaljle) gained by ta.xation ^^38,600,000 directly, 
and £\\,790,000, from contributions of the central govern¬ 
ment. Gas, electric lighting, waterworks, and tramways 
yielded over ;^io,430,ooo, while their cost was ;^7,785,ooo. 
This balance of £2,6^Sf>OQ has to be further reduced by 
the interest on debt incurred on the industries in question, or 
about ;^2,350,000, the net gain being brought down to less 
than £100,000. Tolls, dues, repayments, rents, and divi¬ 
dends came to about £9,000,000 , from which the uncertain 
cost of collection has to be taken. The broad inference 
from these figures is that about two-thirds of the gross local 
receipts fome from taxation, the remaining one-third being 
otherwise obtained, but that in the net receipts taxation 
stands to other sources in the ratio of 5 to i.* 

Germany shows a somewhat different position. Nearly 
all the German States have a good percentage of their 
gross receipts from economic revenue, but when the cost 
of gaining that revenue is taken into account there is very 
little surplus left. Thus the estimated net revenue for the 
year 1902 from the Prussian lands and forc.sts (other than 
railways) is 59,600,000 marks (;<;2,98o,ooo) ; that from mines 
and salt-works 30,800,000 marks (;{j 1,540,000), the railway 
earnings (part of which is taxation) contributed 532 million 

• The returns of local finance for Scotland and Ireland fail to distinguish 
between tax receipts and payments for gas and water. Nor are the English 
accounU as yet quite clearly separated. For earlier periods they are almost 
useless for the present purpose. 



256 


PUBLIC FINANCE 


BOOK II 


marks (;^26,600,OQO), or a total of about 623 million marks 
(or ;t31 ,i 50,ooo).i The gross receipts would convey a quite 
different impression. They for the same year are estimated 
at 1,714 million mark.s, the corresponding outlay, net work¬ 
ing interest on railway debt, being 1,091 million marks. 
As the gross receipts from all sources arc taken at 2,614 
million marks, while the net receipts only reach 883 million 
^marks,® we may Qonclude that though the domain and 
industrial undertaking^ were over 62 per cent, of the gross, 
they formed a smaller proportion of the net income.’ The 
inclusion of fees and administrative revenue would increase 
the proportion of economic receipts, but thc'ta.'i clement is 
so prominent in them (especially the law fees) that the 
correctncs.s of this course is doubtful.'* • 

The other German States resemble Prussia, though in 
their case the proportion of net receipts by taxation is 
probably larger, as their net income from railways and 
mines is lower. Austria and Hungary, too, gain much 
less than Prussia from the economic sources of revenue. 

India is the only other country who.se proportion of 
economic revenue is de.scrving of attention. One note¬ 
worthy feature of Indian finance is the contrast between 
its most productive sources and those of Huropean 
countries, especially Great Britain. Its financial mainstay 

* Tlie interest on the railway debt has also to be taken into account. 

* This even incUules the interest on the stale railway debt, which should in 
strict accuracy be deducted. 

^ The contributions of the States to the Empire and 

the assignments from the imperial revenue (o the States further confuse the 
statistics. In 1889-90 the Prussian contribution was 114,000,000 marks, the 
assignment from tire imperial revenue 170,000,000 marks, showing a net gain 
to the Prussian revenue of 56,000,000 marks (;^2,8oo,ooo). For 1894-5 the 
contributions are estimated at 234,000,000 marks, the assignments at over 
215,000,000 marks, or a net loss to Prussia of 18,700,000 marks. In 1902-3 
the Prussian contribution is estimated at 347,912,000 marks, the assignments* 

37S»7S9,doo marks, i,e. a net gain to Prussia of 27,877,000 marks 
(;6i,394.0^)- 

* The eJerman law fees {Kefhts^^cbiihren) are so high as to really amount to 
a tax on litigation. For estimates of the proportion of taxation and industrial 
receipts cp. Von Scheel in Schonberg, 68 69. 
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is in the rent charges on land, which, together with the 
parts that are truly either rent or taxittion, supply close 
on ;£^iS,ooo,cxx) annually. Other sources of the same 
class are unproducUve. Postal service, telegraphs, and 
railways lead to exjjcnditure rather tlian profit. P'orasts 
produce a small surplus. The tax revenue is just as 
sharply contrasted with that of England. Salt and opium 
are tlie chief contributories, and fiscal monopoly is a. 
prominent agent in the collection, dlie onlinary e.xcisc, 
customs, and stamps arc comparative!)' unimportant ; so is 
direct taxation, which is so effective in I'ingiand. On the 
v'hole we may say that even in India less than half the net 
receipts are derived from quasi-private sources of revenue. 

^ 7. The preceding facts sufficiently support the general 
proposition that the economic revenue of the State is 
financially inferior to that gathered by the tax-collector, 
and it also seems to hold good that the greater the 
economic develoinncnt of a country, the less important is 
tlve former. Whether the statement will be applicable to 
the future is perhaps doubtful. Modern tendencies arc in 
the direction of creating an industrial domain that may 
rival in value the agricultural domain of earlier times, but 
the net revenue to be obtained from it will probably be less 
than would at first appear likely. 'I'he cost of constructing 
the modern state d<imain and the [jiessure on the adminis¬ 
tration to reduce the cost of service to the lowest point 
that c.xpenses of working will allow, arc both hindr.inces 
to the use of state industries as an effective relief from 
the charge of taxation. There is no [jrobability that in 
the near future the proportion of the public charges to be 
met by direct levies from the citizens of the •State will 
diminish, more especially when the rapid growth of public 
expenditure is taken into account. 

Taxation will, therefore, next claim our .attention, and 
as the main sup[)ort of the State’s economy will need 
fuller and more critical investigation than has* been 
necessary with other forms of revenue. 

S 
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CHAl’l ICR I 

DEKINITION* AND CLASSII ICATION OF TAXATION 

• 

§ I. The subject of the present book is uncloubtcdly the 
central part of modern finance. Its importance has led 
English and American writers to regard it as almost the 
sole topic for discussion. Though this is not true cither for 
England or the United States, and is still more erroneous 
when other countries are taken into account, yet the ex¬ 
istence of such an opinion proves the preponderating in¬ 
fluence of taxation in the modern financial organisation. 
Another evident reason for the great prominence given to 
this source of state revenue is its close connc.xion with cco- 
nomic.s. State expenditure may be looked on as a question 
of public policy to be decided by the practical judgment of 
‘ that crafty and insidious animal vulgarly called a states¬ 
man or politician,’ the quasi-private receipts may be 
treated on the principles of private economy, but taxatif)n 
raises a series of fundamental (piestions which involve re¬ 
fined ethical and economic considerations. TIm; effect of 
any given tax system is a strictly economic question, re¬ 
quiring for its solution frequent reference to the conditions 
both of production and of distribution. What ought to be 
the system adopted in each special case must be decided 
by reference to both moral and economic conditionif. As¬ 
suming that the partition of the burden should be a just 
one, we must estimate its true weight and the share really 
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borne by each citizen before we can venture to pronounce 
a judgment for or against any proposed arrangement. 

The necessity for constantly appealing to the theorems 
of economists has made the study of fixation almost a part 
of applied political.economy ; * but, wotwithstanding that 
this is the favourite English method of treatment, it is far 
better to discuss it as a part of the wider subject of public 
■finance, since its origin and growth are in this way better 
understood, and the unquestionably close relation between 
the several departments of public finance can only thus 
receive due recognition. 

§ 2. At the commencement of our examination questions 
of definition and classification present themselves in em¬ 
barrassing number. Administrative practice and econonfic 
theory are both responsible for this difficulty. Terms 
apparently of the utmost simplicity have been, and are, 
used with a variety of meaning that is all the more con¬ 
fusing becau.se of the strong points of connexion between 
the different uses. Discussions as to the meaning of 
terms are, it need not be said, hardly ever purely verbal: 
they in almost every case turn on different conceptions 
of facts, or different modes of grouping the objects under 
notice. The literature of finance, especially in Germany 
is rich in examples, and some of the best-known doctrines 
derive a great deal of their authority from some particular 
application of an ambiguous word. To clear up our 
terminology, or at least to explain the use of the terms we 
employ, is an indispensable step in the investigation. 

§ 3. First of all we have to settle the meaning of the 
word ‘ tax.’ This term, so clear and simple to the ordinary 
citizen, has been very variously defined, sometimes at 
astonishing length, and often with the, it may be un¬ 
conscious, design of aiding a particular theory as to the 

* ‘ The theory of the incidence of taxation has been generally treated ns a 
branch of the application of economic science to the practical art of govern¬ 
ment. But really it is an integral part of the general theory of value/ Mar¬ 
shall, 519 n. s cp. Edgeworth, Economic JoumaK vit. 46. 
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character of the facts denoted by it. The following defi¬ 
nition is, we believe, correct and quite ifl accordance with 
the realities of finance and politics : it has the further 
advantage of not implying unfairly any special view respect¬ 
ing the nature or ju!4:ice of taxation. . • 

A tax is a compulsory contribution of the wealth of a 
person or body of persons for the service of the public poxvers} 

Each term in this definition is significant, and helps to. 
explain the object defined. First, a tlt.x is ‘ com[)iil.sory.’ 
This does not mean that all tax revenue is paid unwillingly, 
but merely that the will of the payer is legally immaterial. 
The amount, the mode and time of levying, the persons 
affected, are all determined by the sovereign or its delegate, 
and individual preferences or dislikes arc allowed no place 
in the act. It thus appears that .so-called voluntary taxation 
is not true taxation, which is plainly the fact; for in the 
few cases in which it has been tried, .society is either in the 
pre-political stage in which the public economy exists only 
in a rudimentary form, or the system is one of .self-assessment 
supported by social rather than legal .sanction. Gifts may 
indeed be made by individuals to the State, a circumstance 
not without importance in the history of finance, hut they 
are at present .so rare as hardly to need mention. 

Next, a tax is a ‘ contribution ’—that is to say, it involves 
a sacrifice on the i)art of the contributor. It is quite 
po.ssibic that some persons may gain through the ojjeration 
of a tax of which they themselves pay a part; but it is 
rather the operation of the tax than its payment by the 
person affected that produces this result, h'.very tax ne¬ 
cessitates a deduction from the wealth of the contributor, 
even though compen.sation may be indirectly brtjught about 
through its action. 

Thirdly, the term ‘ wealth ’ has to be understood in a 

’ Sir E. W. Hamilton’s definition, ‘ A tax or rate is an oliligaloiy contribu¬ 
tion by persons in respect of, or incidental to, something which they possess 
or something which they do’ (Memoranda on Classifuatian and /iuidence, 
33), seems to be a variant on the above, but hardly Covers the ease of a poll 
tax. • 
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wide sense, including ‘services’ as well as commodities. 
Military service of forced labour for, say, repairing roads 
\corvies) is taxation quite as much as payment of money or 
goods. These may be good or bad fqrms of taxation, but 
tht^ must be reckoned in the category»of taxes. 

Again, all taxation is imposed on ‘persons.’ This neces- 
.sarily follows from the circumstance that the payment of 
•taxation is a duty, and^persons only can be liable to duties. 
The proposition is apparently inconsistent with the division 
of taxes into ‘ personal ’ and ‘ real,’ and also with the tax¬ 
ation of commodities so often mentioned. There is, how¬ 
ever, no opposition between the different uses. The term 
‘ real ’ taxation refers to the ‘ object ’ of taxation ; the 
owner or ultimate bearer is the ‘subject’ of the tax, afid 
he is a jierson. Taxation of commoilities falls on the con¬ 
sumers or other persons coimectod with the taxed articles, 
and a similar analysis will apply to other forms of taxation. 
The truth, though often forgotten, yet always holds good 
that a tax must ultimately be paitl by some onc.’^ 

Fifthly, taxation is levied for ‘ service ’ or ‘ benefit. 
The public economy requires the supply of its wants, and 
taxation is the mode of meeting whatever proportion of 
those wants remains unsatisfied from other parts of the 
public revenue. The jnoducc of taxation has unfortunately 
been only too often misapplied, and resulted in injury 
rather than gain ; but the tax-imposing body must be 
regarded as the final arbiter of the justice of its wants. 
That some requirements are evil makes them none the less 
requirements in the case either of individuals or of .States. 

I'inally, taxation is for the ‘public powers,’ i.e. it has to 
meet the \<-ants of both central and local governments. A 
rate raised by the smallest parish is as much a tax as if it 
were levied by the Imperial Parliament. All contributions 

^ See on this point the Memoramin on Classification ami Incidence [C. 9528] 
issued l)y tlic Onnniission on ‘ Local Taxation,’ espceially pp. 85 (Courtney), 
112 (Marshall), 160 (Cannan). The position in the text is fully supported by 
these authorities. 
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to the various organs of government are taxes in the view 
of finance, whatever be their administrative name. Special 
kinds of taxation have been often denounced as being for 
the benefit of classes qr individuals, not for that of the State. 
Protective taxes, e.^%, have incurred tlys rejiroach. Such 
forms of taxation are, however, impo.sed in tiic interest, 
or supposed interest, of the nati(5n, and if they yield any 
revenue are so far productive of gain to the .State. The . 
advantage obtained by the protected "producers may be 
regarded as c(]uivalent to so much juiblic expenditure in 
their favour. It is generally incapable of being estimated, 
but this circumstance is of practical rather than theoreti¬ 
cal importance. That all taxes of equal luessure are not 
of*equal .advantage, either to the State or the community, 
is too evident to need formal assertion. Otherwise there 
would be no rc.ason for the selection of any particul.ar forms. 

§ 4 . The foregoing definition, with the accompanying 
explanations, conveys all that is essential in the idea of 
taxation, but the numerous efforts to e.xplain the term 
deserve some further notice. Many of the ablest writers 
on the subject have giv'en definitions which substantially 
agree with that stated in the preceding section. 'I'hus De 
Parieu defines taxation as ‘ the charge levied by the Slate 
on the property or labour of the citizen.s, in order to 
provide for the public expenses ’ ; Koscher asserts that 
taxes are ‘the contributions which individual economies 
must p.ay, in consequence of their dc()endence, to the State, 
province, commune, etc., or, generally, the [jarticular col¬ 
lective compulsory economy placed over them in order to 
assist in satisfying the financial needs of the receivers.’ 
According to Cossa, a ‘tax is that jiart of tlup wealth of 
private individuals which the authority of the State, f)ro- 
vince, or municipality appropriates in order to provide for 
the public expenses incurred for the advant.age of thp general 
body of tax-payers.’' To these definitions it is not here 
desirable to add the many others that generally agree with 
* De Parieu, i. 5; Roscher, § 33; Cossa (Am. Trans.), 50. 
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them; but we ought to consider some of the doubtful 
variations in the •formal statements of the nature of tax¬ 
ation. One of these is suggested by the last clause of the 
definition just quoted from Cossa.* ^The phrase ‘ incurred 
fof the advantage of the general jpocly of tax-payers,’ 
■ccalls to mind the once-established, and still generally 
popular, doctrine that taxes are the price paid for the 
services of the public authorities. This way of looking at 
;hc facts was quite* in barmony with the political doctrines 
jf the seventeenth and eighteenth centuries. Belief in a 
rompact between the ruler and his subjects led naturally 
to regarding, taxation as simply a payment for ser¬ 
vice done. The citizen received secun'ty and paid its 
price in taxation. The immediate advantage of this doc¬ 
trine, as placing a limit to arbitrary exactions and tending 
to increase security, is apparent, and there is accordingly 
no reason for surprise when, in some form or other, the 
idea of exchange is associated with the payment of taxes. 
In Montesquieu’s opinion, ‘ the revenues of the State are 
the portion of his property that each citizen gives in order 
to have security for the remainder, or to enjoy it in com¬ 
fort.’ Here the conception of payment to escape further 
demands is combined with that of return for services 
rendered. The French National A.sscmbly gives still 
another variation in its reference to taxation as ‘ the com¬ 
mon debt of all citizens, and the price of the advantages 
that society affords them.’ From this it is not far to the 
a.ssertion of Proudhon that ‘ Taxation is an exchange in 
which the State giv'es .services and the contributor money.’* 
Hardly distinguishable is the belief that taxation is the 
insurance jpremium against the risks of social disorder set 

' In the later editions of his Scietiza delle Finanze^ Professor Cossa has 
altered this dehnition, omitting the last clause, which was intended to 
emphasise the ‘general* nature of taxes {imposte) as opposed to ‘fees* 
{iass^)y regarded by him as special, not at all to assert the * benefits * theory of 
taxation, which he rejects. 

• Montesquieu, Liv. xiii. ch. I; Stourmin Dictionnair 4 ^Economiepclitiqut^ 
art. ‘Impdts,* ii. 3; cp. Leroy-BcauUeu. i- tii. 
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forth in Mirabeau’s propo-sition that ' Taxation i.s only an 
adt^ance to obtain protection for social order.’ The desire 
to present a ready justification of the arrangements of 
society finds an illustj-ation in these attempts to depict 
taxation as a quid pru quo. 

To show that this way of explaining taxation is incorrect 
is not diflficult. The assertion that taxes are purely a 
return for services rendered is plainly untrue. We shall 
see that there is no possibility of me’asifl-ing precisely the 
most important of the benefits rendered by the State. 
Security against aggression is, literally speaking, an ‘ incal¬ 
culable ’ good. Social order cannot be sold by retail like 
tea or sugar, and so is it with the other state functions, 
even the purely economic ones. Indeed, it would be very 
near the truth to say that the difficulty of applying the 
normal method of purchase makes a given form of activity 
suitable for state management ; if defence and justice 
could be readily bought and paid for, we might trust to 
private enterprise for a sufficient supply. Wherever the 
benefit to the individual can be even approximately esti¬ 
mated there is a strong presumption in favour of levying 
the cost incurred from him and converting the tax into a 
‘fee.* Special reasons may make it desir.able that this 
charge should be compulsory. The citizen may be so 
negligent of his true interest as to omit obtaining the best 
appliances for the purposes of health or education, but even 
in such cases there is also a general interest which furni.shes 
the principal ground for the intervention of the State. 

The op[)osition between free payment and taxation is 
too important to be evaded by the introduction of a vague 
idea of exchange of services as including both, and any 
definition of taxation that implies, or e.xpressly states, this 
combination is so far erroneous. Like the general doctrine 
of the social contract, its practical convenience as a weapon 
on the side of liberty cannot conceal its scientific weakness. 
The equivalence between the amount of taxes paid and the 
benefits obtained is rather to be found in the case of the 



268 


PUBLIC FINANCE 


BOOK III 


community as a whole than of any special part of it. Leak¬ 
ing at the public'agencies from this point of view, it is well 
to consider whether the advantages of government are a 
compensation for its cost, and this test should be steadily 
applied in judging, the merits of any proposed expenditure. 
The question, in truth, belongs to that department of public 
finance. Once expenditure has been incurred, the imposi- 
• tion of taxation in order to meet it is a matter of course. 
We have accordingly considered it in its fit connexion.* 
In any case, to introduce what is at best a highly disputable 
doctrine into the definition of so important a term is 
altogether a mistake. . 

§ 5. Other definitions of taxation fail through excessive 
vagueness. We gain little by being told that taxation 
is ‘a public charge, a duty impo.sed on certain things.’^ 
Very often one or more of the essential elements is omitted. 
Thus the fact of taxation falling solely on persons is 
neglected in the definition of taxes as ‘the enforced pro¬ 
portional contribution of persons or property levied by the- 
authority of the State for the support of government and 
for all public needs.’* Ilesidcs the error of including 
‘property’as a subject of taxation, this definition brings 
in the une.s.scntial principle of ‘ proportionality,’ and would 
therefore exclude large groups of what are universally 
regarded as taxes. This is a very common defect in the 
definitions of the term, due to the desire to give an exhaus¬ 
tive account of its attributes, or to bring some favourite 
theory into its general conception. Professor Ely’s elaborate 
account, like those of many German writers, illustrates this 
danger.^ The real function of a definition is to give a clear 

' See nk. f. cli. 8, § 4 sq. 

* The definition of the dictionary of the French Academy. 

* Quoted fnim Cooley liy I’.ly. Taxation^ 4. 

* ‘ Taxes are simply one-sided transfers of economic goods or services de¬ 
manded of*the citizens, and occasionally of those who are not citizens, but who 
nevertheless are within ih^ reach of the taxing power, by the constituted 
authorities of the land for meeting the expenses of government or for some 
other purpose, with the intention that a common burden shall be maintained 
by common contributions or sacrifices.’ Taxation, 6-7. Cp. the definition 
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idea of the nature and limits of the phenomenon denoted 
by%he term, not to convey in a formal statement all that 
is known about it, still less to prejucljje the questions that 
may arise in the course of further inquiry. 

§ 6. The etymolo^es of the words employed in different 
languages to denote this class of public contributions are 
full of instruction. The English ‘ ta.x,’ as also its equiva¬ 
lent in local finance, ‘ rate,’ * suggests the estimation or fixing 
of the amount of charge. So docs the Gwman ‘ Sc/icitsung' 
The idea of assistance or advantage to the .State is foremost 
in the French 'aide’ and the German ‘ SU'iier.’ That of 
compulsion is primary in ‘ impot’ and ' Aujlage! The sur¬ 
render by the payer is connoted in ' iributunt,’ ‘ dado’ and 
‘ while finally the origin of taxation in voluntary 

payment is evidenced by the words 'donum’ and 'benevo¬ 
lence' Minute investigation may show that there are differ¬ 
ences in the nature of the charges described by these .several 
names, but, speaking broadly, they all cover what we regard 
as taxation, and help to justify the definition given above.- 

§ 7. Having determined the meaning of ‘ ta.xation,’ it 
next becomes necessary to understand its chief classifica¬ 
tions and the technical terms employed respectitig it. 
First, we may notice the term 'subject,’ which is conveniently 
used to denote the person w ho bears its burden, and who 
must be distinguished from the immediate payer.— eg. the 
importer of wine in Ifngland pays the duty on it, but the 
‘subjects’ of the wine duties are the consumers so far as 
the charge is really a pressure on tliem. The ‘subject’ and 
the payer may or may not be the same according to the 
particular circumstances. 

t- 

given by Wagner, ii. 210, whicli brings in llie complicali(»n of a disdnetion 
between ‘ pure financial* and ‘ politico stjcial ’ taxation ; also i. 499 - 5 <^» where 
‘ taxes^ are marked off from ‘ fees’ (Cchuhren) by their ‘general ’ character. 

' There seems to be no foundation for Mr. Cannan’.s suggest ion that the 
‘ rate ’ is‘apportioned,’ while the ‘tax’ is a ‘ iK-rcenlage ’ charge^ 
Local J^aUSy 4-5). The only plausibility that it po.sses.ses is due to the fact 
that in the United Kingdom rates are practically a single-tax. 

* Cp. Roscher, § 33; Wagner, ii. 223. 
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As the ‘subject’ of taxation is the person affected,fo 
the‘object’ is the thing or fact on which it is impoJIid.* 
Thus, in the example just given of the wine duties, the com¬ 
modity wine would be the object of the duty. Even where 
taxation is said to be ‘ personal ’ il^ is assessed on some 
object as ‘ income’ or ‘ produce,’ or in the extreme instance 
of a capitation or poll tax on the person as a physical body. 
Confusion between the ‘ subject ’ and ‘ object ’ is the cause of 
the belief that some taxation docs not fall on persons.^ 

The ‘ source ’ of taxation has somewhat the same relation 
to its ‘object’ as the ultimate bearer or subject to the 
immediate payer. The fund created by taxation is derived 
from the resources of the community, i'e. as we shall see 
from the income, or in special instances the property, of Khe 
‘ subjects.’ There has been much dispute as to the real 
‘ source ’ of the ta.x-revenue that will need consideration 
later on, but there can be no doubt as to the proper use of 
the term ‘source’ in respect to taxation. It is, perhaps, 
unnecessary to mention the terms ‘unit’ and ‘rate,’ which 
are employed, the former to describe the quantity of the 
object taken as a standard, the latter the amount of taxa¬ 
tion per ‘ unit’ Where commodities are taxed the unit will 
be a measure of weight, e.^. the lb., as in the British tea 
duty, or contents, as the gallon in the wine duty, or length, 
a.s' in the old duties on cottons. A sum of the standard 
money is the commonest, as in the system of ad valorem 
duties.® 

* rrofcssor Stiigman (Po/itical Scicnct Quarterly, vii. 715) demurs to this 
use of the terms ‘ subject ’ and ‘ object,’ but it is convenient to have a word to 
denote the ultimate bearer of the burden of taxation, and ‘ subject ’ seems to be 
the only one at hand for the purpose, while ‘ object ’ is employed by eighteenth 
century writers to denote the commodities placed under taxation; e.g. 
Hamilton, Report on Manufactures (ed. Taussig), 78 ; A. Young, Tour in 
Ireland (Bohn ed.), ii. 230. 

’ This mistake is somewhat like that committed by Blackstone in speaking 
of ‘the rights of things’ (Jus rerum). 

• Cp. Kbscher, § 33 ; Wagner, ii. 226-8 j Schiiffle, Steuerpolitik, 52-3, for 
the use of these terms in German finance. The use of ‘ subject ’ in the text 
differs from that of the above writers, as they apply it to the person legally 
responsible for payment. 
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§ 8 . A much more important set of terms is that con¬ 
nected with the classification of taxation. • The division and 
grouping of the several kinds of taxes have been varied to 
suit particular financial systems, and much of the general 
discussions on the subject is concerned with the compara¬ 
tive merits of these arrangements, and tlie extent to which 
they conform to the natural order, so far as it can be saiil to 
exist. A preliminary notice of some of the more common 
distinctions is desirable at the present stage. 

One of the most widely known and frequently used 
divisions of taxation is that into ‘direct’ and ‘indirect’; 
unfortunately it is used in different senses, though with 
several points of connexion. That most familiar to linglish 
readers is stated by J. S. Mill in the following terms :— 

‘Taxes are either direct or indirect. A direct tax is one, 
which is demanded from the very persons who, it is intended 
or desired, should pay it. Indirect ta.xes are those which 
are demanded from one person in the expectation and in¬ 
tention that he shall indemnify himself at the expense of 
another.’ ^ 

The difference is here made to turn on the mode of 
incidence, a matter often very difficult to determine, and 
changing with the special circumstances of each case. 
Whatever be its economical importance, it is evidently 
useless for administrative purposes, and probably owes its 
origin to the peculiar theory of the Physiocrats respecting 
the ‘ source ’ of taxation. 

A natural result has been that practical financiers have 
adopted a different basis of distinction, and regard those 
taxes as direct which are levied on j)ermanent and recur¬ 
ring occasions, while charges on occasional and particular 
events are placed under the category of indirect taxation. 
On either method the income tax would be ‘ direct,’ and 
the excise and customs ‘ indirect ’: the ‘ death duties ’ would 
be ‘ direct ’ from Mill’s point of view, and ‘ indirett ’ in the 
administrative sense. The vagueness of the terms has 
* PrimiphSt Bk. v, ch. 3, 9 *• 
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led to a number of further applications differing from the 
important ones jsst mentioned. With some writers taxes 
on possession are ‘direct,’ taxes on consumption ‘ indirect’: 
with others production is substituted for possession, while 
a^ third class would regard taxation^ of income as direct, 
imposts on expenditure being indirect.^ 

Another division is that into ‘ taxes on revenue ’ and 
‘ taxes on capital,’ or, perhaps better, on ‘ property.’ The 
former are paid o»t of the annual national production ; the 
latter encroach on the accumulated wealth of the society. 
But in qualification of this statement it must be added that 
most of the actual property or capital ta.xes are so only in 
name, being really paid out of the income of the persons 
subject to the charge. There is tlius a discordance between 
the practical and scientific use of these terms as great as in 
the case of direct and indirect taxation. 

Taxes are often .said to be either ‘ real ’ or ‘ personal,’ and 
attempts have been made to distribute them into two classes 
on this basis. Personal taxes are tho.se in which the person 
is taken note of in assessment. They require lists of the 
taxqrayers {rdlcs nominatives, in the language of Trench 
administrators). Real taxes arc assessed on objects other 
than persons, and without direct reference to the owners or 
possessors. Capitation and income taxes are ‘ personal ’; 
taxes on land, houses, or goods arc ‘ real.’ The use of these 
terms has the inconvenience, already noticed, of obscuring 
the fact that all taxation is in the last re.sort on persons, and 
further raises a particular form of levy into undue im¬ 
portance. An income ta.x is certainly personal, but Schedule 
A of the English income lax is very similar to the hVench 
intpdt fonejer, that is as certainly ‘ real.’ 

' Thu (juc.slions here raised are further discussed in Bk. iii. ch. 4, * The Tax 
System, its Forms.* See for a full treatment of the history of the terms a 
valuable article on ‘Direct and Indirect Taxes in Economic Literature,* by 
Professor C. J. Bullock, Political Sdetue Quarterly^ xiii. 442-476. The use 
of the term ‘ direct * in the Constitution of the United States has given rise to 
much controversy, culminating in the decision of the Supreme Court on the 
income tax of 1894, pronouncing it invalid as being * direct.* 
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In respect to the mode of assessment taxes may be either 
‘rated’or‘ap|K)rtioned.’'- In the former class the charge 
per unit is fixed, but the total yield is always uncertain, 
depending as it does tin the number of units that pay. An 
apportioned tax is out the total amount of which is fix(?d 
the shares being apportioned among the objects that are 
charged. As e.xamples the English income tax and th, 
French impdt fonder will again serve. The former is ‘ rated,’ 
the latter ‘ apportioned,’ being so div ided among the dciiart- 
ments as to make up the previously fi.xetl amount. This 
method is decidedly the more primitive ; it has disa|)peared 
long ago from the.English system, and will probably meet 
the same fate elsewhere." 

§*9. The foregoing distinctions are too important to be 
passed over, but they are also too im])erfect to be of inuch 
use in a scientific classification of taxes. Particular aspects 
of taxation, the administrative peculiarities of certain coun¬ 
tries, and obsr)letc or imperfect theories have been the causes 
of their em|)loyment. It is accordingly advisable to con¬ 
sider the subject from a more general pfvint of view in order, 
as far as |)ossible, to re.ach a natural arrangement. 

In choosing the jrrinciple of grouping we have to make a 
selection between two cojitrasted systems which may be 
distinguishetl as (i) the economical and theoretical, and (2) 
the empirical or fiscal modes. 

The first mentioned depends on the economical theory of 
the distribution of wealth, and can be tracerl back at least 
to Adam Smith. Me o[)ens his discussion of taxation by 
asserting that ‘the private revenue of individuals arise 
ultimately from three different sources—rent, profit, and 
wages,’ and proceeds, ‘every tax must finally be [laid from 

' These terms scorn to he llic lo.isl iinstiilahlc c(ituvalcn(s of the French 
impdts dc qnotit 4 and inipdts dc rcpartilion. I'rofcs.sor Scliy;nian prefers the 
American term ‘pcrccniage’ to ‘rated,’ but wliere the units arc of* unctjual 
value its use would be incorrect. 

* The old Englisli ‘ tentlis and fiftecnlh.s’ and the later ‘subsidies* were 
apportioned, Dowell, i. 88. The recent change in the Trench house duly is 
an illustration of the tendency to abandon the system. 

T 
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one or other of those different sources of revenue, or from 
all of them indifferently. . . . The particular consideration 
of each of these different sorts will divide the second part 
of the present chapter into four articles.’^ Nothing can be 
plainer and simpler in appearance than this arrangement 
The economic shares in distribution are regarded as so 
many sources of revenue, on one or more of which every 
tax must fall. The later analysis of profit into the com¬ 
ponent parts of ‘ iiitcrest ’ and ‘ employer’s gain ’ would add 
one further .source, but would not otherwise disturb the 
treatment.^ The great attractions of this method are its 
simplicity and the facilities that it affords for employing 
the propositions of economics in deducing the effects of 
taxation. To reduce the subject into‘four articles,’eyen 
with ‘ several other subdivisions,’ promises a welcome abridg¬ 
ment of habour. English economists in treating of taxation 
have therefore intended, as far as possible, to follow this 
cour.se. Ricardo and J. S. Mill are the most prominent 
examples. But on closer examination it appears that 
neither of them, nor even Adam Smith him.self, could 
adhere consistently to this over-simple grouping. In 
Ricardo’s hands the subject requires eleven chapters, 
several of which consider the effects of taxes on land, 
hou.ses, raw produce, and gold, in addition to those on the 
primary .sources of rent, profit, and wages. Mill goes fur¬ 
ther and formally limits the division of taxes according to 
the economic source on which they are imposed to the case 
of direct taxation on income.^ The taxation of commodi¬ 
ties and such taxes as those on contracts and on communi¬ 
cation are quite outside it. But the Wealth of Nations affords 
a stronge*- proof of the insufficiency of the ground of division 

* WtaUh of Nations^ 347. 

® It is noteworthy that Adam Smith makes this separation in his account 
of taxes on profit ; * The revenue or profit arising from stock naturally 
divides itself into two parts, that which pays the interest and which belongs to 
the owner of the stock, and that surplus part which is over and above what is 
necessary for paying the interest,* 357. 

• Hk. V. ch. 3, § I. 



CIU».> CLASSIFICATION OF TAXATION -575 

selected by its author. Sections devoted to taxes on pro¬ 
duce of land, on the profit rent, and thte ground rent of 
houses, to capitation taxes, and taxes on commodities, break 
up the compact ordcr^that the introduction holds out. It 
is evident that the object-matter refused to fit into the 
limited groups that the economic classification required, 
and the sound common sense so characteristic of Adam 
Smith is shown by his deviations from the theoretic lines 
previously traced out by him. • 

Much of the difficulty arises from the fact that taxation 
always has persons for its ‘ subjects,’ and they frequently 
derive their income—the normal ‘ source ’ of taxation—from 
more than one of the different economic shares. The citizen 
is aot a pure rent, interest, or wages receiver ; he often com¬ 
bines all three in his annual receipts. Again, the most 
prominent external feature of taxation is the ‘ objects ’ on 
which it is levied. These are, however, very many, and it 
is often beyond the power of analysis to decompose the 
charge on some commodity or form of receipt into its 
economic constituents, the produce of land may be 
due to the co-operation of natural agent.s, capital, labour, 
and directing ability, but to say how much of the taxation 
imposed on the result is to be assigned to each factor rs 
quite impossible. 

The obvious conclusion is that the classification is 
unsuitable. It is often convenient to use the economic 
theorems respecting rent, wages, etc., in our investigations 
of the effects of taxation, even though we should never 
meet in fact with the pure taxes on those parts of the 
pfoduct. For the problems of finance it is also necessary 
to remember that these preliminary inquiries arc but steps 
towards the final result, which must deal with realities 
and not with imaginary and hypothetical cases. 

§ 10. The defects of the economical mode of classifica¬ 
tion lead us to turn to what we have entitled the ‘ empirical ’ 
or ‘ fiscal ’ one, which takes tfie actual kinds of tajAition 
and arranges them in the most convenient way. To this 

T 2 
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procedure it may at once be objected that as each country 
has its own tax ‘'system, varying from time to time, we 
cannot attain to a general arrangement applicable to all 
cases. The classification of taxes suited for ancient Rome 
would be inadequate in modern England, and even confining 
attention to the present day, the Indian and British tax 
systems cannot be easily reduced to the same classification. 
This effect of temporary circumstances in limiting general 
principles has been already noticed,' and it does at fir.st 
sight raise difficulties in the effort to prepare a natural 
grouping of taxes. A ready mode of escape is, however, to 
be found. The terms and minute detail.s of taxation vary 
greatly at different times and places, but this does not 
preclude the existence of large categories of taxation, 
possible in all countries, and found in somewhat different 
forms in many. The Indian land revenues differ from 
the English land tax and also from the I'rench impdt 
fonder, but in all three countries there is ‘ taxation of 
land,’ which offers a general title, under which they may 
be placed in company with the Roman provincial tax and 
several others. Like treatment can be applied to different 
forms of taxes on the produce of industry, and so in other 
cases. 

The question next ari.ses. How far should this process be 
carried, and what general categories can we form? Rau 
has boldly grouped all taxes under the two heads of 
‘estimated taxes’ {Schdtzungen) usually charged on goods, 
and ‘taxes on expenditure’ {^Aufzuandsteueni), wVych. does 
not carry us much beyond the rude divisions mentioned in 
§ 8. Hoffmann prefers the division into taxes on posses¬ 
sion (Befits) and taxes on acts (Handlungen), while Cohn 
accepts the tripartite arrangement of 'Wagner into taxes on 
(a) acquisition (Erwerb), (b) possession (Besitz), and (c) con¬ 
sumption ( Verbrauch)? De Parieu carries out the division 

* Sec Introduction, ch. I, § 8. ^ 

* Rau, i. §292; Hoffmann, Lehrt von den Steuern^ 69; Cohn, § 23 ^* 
Wagner, ii. 233 «!•» 5 * 5 * 
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more minutely, and forms five classes of taxes, viz. (i) on 
persons, (2) on wealth, (3) On enjoyment* (4) on consump¬ 
tion, (5) on acts. In defence of this arrangement he argues 
that, like all natural classifications, it allows of an indefinite 
margin between each adjacent group, and that it furtlvjr 
harmonises with the administrative division between direct 
and indirect taxation, classes i, 2, and 3 belonging to the 
former, and classes 4 and 5 to the latter category.'^ 

All the preceding classifications appear to have at least 
two defects: for (i) they simply deal with certain external 
features of taxes, and do not take note of their essential 
characteristics, and (2) like the otherwise very different 
arrangement of Adam Smith, they are too simple for the 
complexity of the facts to which they are applied. Hock 
has attempted to avoid this defect. He starts from the 
untenable position that ta.xation is a compensation for 
state services. These services are, he thinks, of three 
kinds, to wit: (i) protection of person, (2) protection of 
property, and (3) the performance of special services. To 
each corresponds a ‘primitive tax’ {Urstcuer)-. these are 
(i) personal taxes, (2) income taxes, (3) taxes for s]3ecial 
services rendered.^ The practical difficulties in levying 
these taxes in their pure form leads to the use of other taxes 
as substitutes {Surrogah^ in the form of taxes on (a) con¬ 
sumption, {b) product, (c) customs, {d) special income taxes, 

(c) fees and charges on occupations.^ 

Though it is plain that the basis of Hock’s division is 
unsound, it yet has the merit of suggesting the best way 
of reaching a truly natural arrangement. The distinction 
between primitive and derived ta.xes is a valuable one, and 

• 

* De Paricu, i. 12-14. * und Schuldetty 15-17. 

* /^.82sq. Stcin’sclassificationoftaxes into (i) direct, (2) indirect, and (3) in¬ 
come taxes—the first falling on capital, the second on labour, and the last on indi¬ 
vidual economic activity—is decidedly unsatisfactory ; nor arc his subdivisions 
better. Thus the direct taxes arc divided by him into those on (a) produce, 

(d) acquisition, {c) commerce, but the land tax comes under {a) and iheindustry 

taxes under (^), though the latter are evidently produce taxes. Stein, ii. 495 , 

and iii. passim. 
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can be so used as to combine the economical and empirical 
methods of grouping in a consistent arrangement.^ 

§ II. The position of Adam Smith that taxation must 
be derived from the constituents of prii/ate income is, broadly 
s[5eaking, correct. . Where it falls on property there is a 
diminution of the national wealth which, if continued, must 
prove destructive. A true instinct, therefore, prompted him 
' in his effort to analyse taxes into those on rent, on wages, 
and on profit. On the other hand it is equally true that 
the ‘ objects ’ of taxation do not easily allow of this 
analysis. Between the taxes of economical theory and 
the taxes of actual life there is a gulf that appears hard to 
bridge over, and one that has retarded the progress of 
financial science. 

This difficulty is at all events extenuated by the circum¬ 
stance that though the abstract economic taxes are not met 
with in fact, they arc not wholly imaginary. A tax on 
economic rent has some and often considerable resemblance 
to a land tax, or, to put it the other way, a land tax often 
tends to become a tax on rent. The ‘ tax on profit ’ of the 
economic text-books bears a like relation to the taxes on 
busincs.s, of which Schedule D of the English income tax, 
the Prussian Gciverbcsteucr, and the P'rench Pateute may be 
taken as specimens. So with the wages tax, in relation to 
actual capitation ta.xes, or the late Classensteuer of Prussia. 
If now we regard taxes on the factors of production, and 
therefore on the shares in distribution, as ‘primary,’ we 
have a basis from which to proceed to the investigation of 
those secondary taxes that are placed on other ‘ objects.’ 
By grouping together the various taxes on land we can 
consider the play of financial forces in the case of rent. 
The industrial taxes will similarly enable us to see the 
working of charges on interest and profit, and finally poll 

* The qjiestion of classification is discussed in the Memoranda on Classifica¬ 
tion and Incidence [C. 9528], but the only result reached is a negative one. 
The attempt to divide taxes into (a) those incidental to the ownership occu- 
p.ation, or transfer of property, and {b) those ‘ not incidental to property,’ was 
thoroughly exposed, and was abandoned by the Commission. 
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and capitation taxes will perform the same service for taxes 
on wages. ' • 

The economic mode of arrangement assigns a place to 
taxes on income or j'evenue which may be regarded as 
a combination of alUthe primary forms._ It may in certain 
cases be admissible to break up an income tax into its com¬ 
ponent parts, just as, on the other hand, it may be well to 
combine a series of taxes that together make up an income . 
tax. Thus the five schedules of the English income tax or 
the four of the Italian one might be separately treated, or 
again the ‘ four direct contributions’ of the French system 
might be taken in combination as nearly equivalent to a 
general income tax.* Still, it is necessary to consider the 
fiscal bearings of general income and properly ta.xes, and 
this discussion most fitly follows the examination of the 
taxes on component parts of income. 

When the ‘ primary,’ and, if the phrase be admissible, 
‘quasi-primary’ taxes have been discusseil, there remain 
no small number of other charge.s. The whole elaborate 
system of taxation on commodities that has so large a 
place in every country must be dealt with. It may be 
regarded as taxation of consumption, or of expenditure, 
but for ))ractical purposes it includes the two great depart¬ 
ments known to English fiscal practice as ‘ excise ’ and 
‘ customs.’ So far the taxes enumerated have appeared to 
fall on the production, the distribution, or the consumption 
of wealth ; those that directly affect the remaining economic 
process of circulation must also be noticed. Taxes on 
transport and communications come under this head; so 
does the yet more important class of taxes on the transfer 
of property and the transactions of commerce, i.e. the 
‘ taxes on acts ’ of De Parieu’s arrangement. The taxation 
of succession after death may be treated as a particular 
case of transfer, but it also has affinities with property and 
income taxes which must be carefully considered.* In like 

* They arc (l) Contribution foncibre, (2) Contribution mobiliire^ (3) Con- 
tribution des portes et fenSires^ (4) PaUnUs. 



20U 




ISUUK All 


manner taxes on necfessary commodities often resemble in 
their effects a tax^on wages, as Ricardo with some exaggera¬ 
tion urged. The other .secondary taxes have similar 
reactions on the constituents of income, but, nevertheless, 
their separate treatment is desirable,' and indeed unavoid¬ 
able. 

§ 12. We have now obtained what appears, on the whole, 
a .satisfactory distribution of the several taxes. Briefly 
recapitulated it is, as follows : The main division is into 
‘primary’ and ‘secondary.’ The primary taxes comprise 
those on land, on business and capital, on persons and on 
labourers’ earnings. The combination of these primary 
forms gives us the general income and property taxes 
which come next in order. Passing to the secondary forms 
of taxation we find (i) taxes on commoditie.s, including 
both excises and customs, (2) taxes on communication and 
transport, (3) the remaining taxes on commerce and legal 
transactions, (4) taxes on transfer of property, (5) succession 
dutie.s. 

But the discussion of the several taxes in the foregoing 
order must be postponed until we have studied the opera¬ 
tion of taxation in general and the conditions required for 
its satisfactory working. No single tax can be rightly 
ap|ireciated without reference to the financial .system of 
which it forms a part. The remaining chapters of the 
present Book will therefore be devoted to a study of the 
characteristics of taxation in general and the principles 
that should regulate its application. In this part of finance 
we meet with difficult theoretical and practical questions 
which will require the utmost attention for their proper 
understanding. On some points opinion is sharply divided, 
and consequently, while endeavouring to reach a definite 
judgment on each disputed question, we shall endeavour 
to obtain a clear conception of the grounds on which 
opposing views are based. 



CHAPTER II 


TIIK GKNKRAI, KEATURIiS OK TAXATION 

^ I. Thk increasing importance of taxation as a mode 
of supplying the public wants is a conspicuous feature in 
financial cleveloiiment. It is (lartly attributable to the 
decline of the earlier forms of revenue, but far more to 
the great and continuous growth of expenditure. The 
modern State is dependent on taxation to an extent 
unknown in mecliajval times. Hence all questions con¬ 
nected with this department of finance have an enhanced 
interest. I'hrors on the subject, or mistakes on the part of 
practical financiers, tend to become more and more serious 
and the need of a careful .stiui>' of the general features of the 
tax system is greater. Without a true appreciation of the 
conditions under which it works, it is hopeless to expect 
the adojjtion of a wise policy, or determination in applying 
it. Practical sagacity has its part—and no small one—in 
successful financial management, but it is all the more 
effective when enlightened by the study of jirinciples. 
The complications of modern financial systems make it 
advisable to note their chief characteristics before discuss¬ 
ing the comparative merits of the rules propo.sed for their 
regulation. The phenomena are not so simple as to admit 
of regulation by a single mechanical rule, and the real 
bearing of the different propositions will bo best undetstood 
after some acquaintance with the subject-matter to which 
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they are applied, and the difficulties that surround them. 
The interaction 6 f state and national economy brought 
about by taxation produces further complications that will 
not allow of hasty treatment. We shall therefore begin by 
a study of some of .the general features of the tax-system, a 
knowledge of which is essential for forming a correct judg¬ 
ment respecting its regulation. 

§ 2. Looked at in a broad general way, the first circum¬ 
stance that strikes the observer is the fact that taxation 
means the subtraction of so much wealth from individual 
enjoyment or use. The definition given in the last chapter 
seeks to express this fact by pointing out that taxes are 
contributed by persons from their wealth for the public 
service. State expenditure is devoted to the supply‘of 
certain wants of the community or nation by the action of 
the public powers. These, like all other agencies, cannot 
be obtained without cost, partly met by the economic or 
quasi-private revenue, but leaving a balance to be supplied 
by taxation. It thus appears that there is an element of 
truth in the description of taxation as ‘ the e,\-pen.ses of pro¬ 
duction of the State ’; the phrase, however, suggests too 
close an analogy with industrial enterprises, in which the 
expenses are repaid out of the product. In respect to 
public services, the benefits will in normal cases largely 
exceed the cost, but the method of calculation is not so 
easily applied, nor is the object in view the attainpient of 
profit. 

TKe proposition that taxation is the form of cost or 
expense proves that it is so far an evil in the sense that 
every sacrifice is such. It may be necessary or advisable, 
but could'the object be otherwise accomplished it would be 
still better. Any saving in the expense of working the 
State enables a larger amount to be left in the possession of 
the tax-payers, and to that extent improves their economical 
position. The former statement of this very plain fact 
might' appear superfluous were it not for the existence of 
strong popular prejudices in favour of the expenditure of 
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funds derived from taxation. ‘ Government expenditure 
gives employment and benefits the labourers ’ is the com¬ 
monest form in which this belief is asserted. Without 
entering into the question how far such expenditure does 
really reach the labourers, it is sufficient to reply that the 
persons from whotn the funds have been taken by the tax- 
collector would certainly have made use of them, either in 
the employment of labour, or the purchase of commodities. • 
The belief that taxation returns in ‘ a Tertilising shower ’ 
was rightly regarded by Bastiat as one of the errors arising 
from defective ob.servation.* Hardly worthy of refutation 
as a theoretic doctrine, its evil effect, particularly in demo¬ 
cratic societies, in producing extravagant e.xpenditure is 
not to be overlooked. 

The idea that ‘ taxation is the best form of investment ’ 
is placed by Bastiat in the same category as the gross 
fallacy just refuted, but it admits of a more favourable 
interpretation. If it be said that the taxation retiuired for 
the national defence, the maintenance of justice, and the 
necessary functions of the .State, has been invested in the 
best manner and yields a good return, the as.sertion is 
substantially true, though perhaps expressed in a misleading 
way, as the State cannot be regarded as a mere industrial 
concern. Further, as Leroy-Beaulieu ])oints out, the 
proceeds of taxation, if employed in public works, may 
yield a satisfactory profit, and thus be, in the literal scn.se, 
‘a good investment.’ The expediency of such investment 
belongs rather to the subject of e.xpenditure than to that of 
taxation, but we may remark that, if public works arc 
likely to be profitable, it seems better on the whole to raise 
the requisite funds by a loan, to be repaid tlwough the 
agency of a sinking fund. To use ta.xation for this purpose 
is almost equivalent to a ‘ forced loan.’ ^ 

^ Bastiat, CEuvreSy v. 344 sq. ; cp. Leroy-neaulieu, i. 118. 

® Leroy-Beaulieu, i. 125-6. See alwvc. Bk. i. cb. 8, 2, g. AI.so 

Bk. V. ch. 5, for a tUscussion of the expediency of public borrowing for 
this object. 



284 


PUBLIC FINANCE 


BOOK III 


§ 3. The consideration of taxation as reproductive in 
the way of investment suggests the further question of the 
possibility of its productiveness through reaction on the 
national economy. If the use of the funds raised by taxa¬ 
tion can prove beneficial, may not the effect of taxation 
itself on production be sometimes good ? This view is 
expressed in the maxim discussed by Hume, ‘ that every 
n/'-v tax creates a new ability in the subject tu bear it, and 
that each increase‘of public burdens increases proportion- 
ably the industry of the people,’ which, he thinks, ‘ must be 
owned, when kept within certain bound.s, to have some 
foundation in reason and experience.’' 

Natural disadvantages sometimes stimulate industry, why 
then should not artificial ones have the same effect ? The 
most remarkable economic progress has been made in coun¬ 
tries where man has had to exert himself in consequence of 
the parsimonyof nature,not in those that possessed the richest 
and most fertile lands. A judicious use of the engine of 
taxation would, it might be thought, have a similar effect on 
the disposition of the people. Such was the opinion of 
McCulloch, who maintained that the heavy taxation of 
England, during the French wars (1793-1815), was one 
of the causes of the growth of wealth at that time, since 
it stimulated industry and the spirit of enterprise and 
invention.^ 

The doctrine in this rather extreme form admits of an 
easy refutation ; for if taxes create a new ability on the part 
of the payers there can be no determinable limit to their 
useful employment. A wise government would increase 
taxation indefinitely, and thereby augment the national 
possessions. The process of creating fresh wealth by simply 
taking it from the producers is so evidently impossible that 
its advocates hesitate to carry their view to its logical out¬ 
come. There is in truth a two-fold fallacy in the argument. 

' Essays (ed. Green and Grose), i. 356. Prof. Seliginan [Essays^ 86 n.) is 
mistaken in supposing that the doctrine is here ‘ascribed’ to Ilume, as .my 
reader of the text can see. “ Taxation and Funding, 7 sq. 



CHAP. II THE GENERAL FEATURES OF TAXATION 285 

In the first pJace, natural obstacles do not, in general, stimu¬ 
late to exertion ; economic developmeift; is not greatest 
among the Eskimos, or theFnegians, as it ought to be on this 
hypothesis. Some natural difficulties urge man to action, 
but others reduce him to torpor, and cljeck the first stops 
towards civilisation. The influence of natural disadvantages 
in promoting the growth of wealth is rather by their indirect 
effect on the physical and mental qualities of those subject . 
to them, not by the economic loss tllat they occasion. 
Secondly, the analogy between natural ami artificial ob¬ 
stacles is defective. It does not follow, because men work 
more strenuously (and this is doubtful) to Jill a barren 
soil, that therefore they will exert themselves the harder 
tllft more they suffer from the incursions of marauders. The 
greatest promotive of industry is security, and protection 
from arbitrary or oppressive taxation is but one form of 
that ‘protection against the Government’ on which Mill 
justly insists as more important even than ‘ protection by 
the Government.’' 

Later on, however. Mill appears to adopt a milder form 
of McCulloch’s view. When examining the effect of a tax 
on profits, he declares that * It may operate in different 
ways. The curtailment of profit, and the con.scciuent in¬ 
creased difficulty in making a fortune, or obtaining a sub¬ 
sistence by the employment of ca|)ital, may act as a stimulus 
to inventions, and to the use of them when made. . . . 
Profits may rise . . . sufficiently to make up for all that is 
taken from them by the tax. In that case the tax will have 
been realised without loss to any onc.’^ Such a result, 
though possible, is extremely unlikely, as the additional 
production in consequence of the tax would itself»bc subject 
to taxation. A low rate of profit may lead to the introduc¬ 
tion of economising expedients, but the expectation of a 
high rate is far more effective in increasing production. 
There is just as much, and just as little, truth in the belief 
that low profits encourage industry, as in the similar'beliefs 
* PrituifUs, Bk. L ch. 7, 8 6. * lb. Bk. v. ch. 3, 8 3 « 
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that low wages make the workman and high rents make the 
farmer industrious.' Some special examples have been 
brought forward in support of the position that certain 
forms of taxation stimulate invention. McCulloch cites 
that of the Scotch distillers, who, und^r the influence of a 
spirit duty, assessed according to the contents of the vessels, 
so improved their processes by economy of the time spent 
in distilling, that instead of taking a week, they in a few 
years required only three minutes, and thereby were able 
to bear a duty nearly forty times as great as at first. Some¬ 
what similar improvements have been introduced into the 
Continental beet-root sugar industry in consequence of the 
method of irhposition, which assumes a certain yield and 
charges duty only on that amount, leaving any excess frqg.* 
What is really striking in these cases is the fact that inven¬ 
tion has been stimulated, not by the duty, but by the 
possibility of escaping it: the imperfect form of assessment 
has encouraged efforts in this direction that would cease if 
the true return were brought under taxation. They do not 
.show in the slightest that the progress of invention is greater 
in a taxed industry than in one free from taxation. All 
antecedent prob<ability, and all actual experience, go to 
prove the opposite.* One great impediment to the use of 
new processes is the surveillance that taxation renders 
necessary. 

The result of the preceding discussion is, briefly, that any 
compensating effect of taxation in increasing production is 
e.xtremely doubtful, and is at best so small, and occurs in 
so few cases, as not to form an element worthy of entering 
into the rational calculations of the financier. The raising 

* For a good refutation of the idea that low wages make workmen active* 
see Wcaith of Natiotts.^ 34. Arthur Young approved of high rents as promoting 

* industry, Tourf\\. 80-83; and Sir J. Caird deprecated under-lctling, 

hut wisely remarked that the opposite error of overletting is much more 
hurtful Engli$h Agriculture^ 477. 

* McCulloch, 151-2 ; Leroy»BeauUeu, i. 258-260. 

* For further discussion on this point* see ch. 4 of the present Book, also 
Bk. iv. chs. 6, 7. 
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of compulsory revenue means so much loss to the payers 
and to the community, for which the only return obtained 
is the benefit resulting from the efficient execution of state 
functions. Any doctrine that removes attention from this 
cardinal fact is erro,peous in principle, and may lead „to 
serious practical evils. 

§ 4. Nor does taxation only mean the withdrawal of the 
amount required by the public powers from the disposable , 
funds of the subjects of taxation. It may, and often does, 
take much more. In all countries the cost of collection is 
no inconsiderable item, which must be added to the actual 
amounts needed by the state departments unle.ss it be 
regarded as an additional state function. In either view it 
increases the burden to the payers. Consequently, one of 
the most generally recognised maxims of finance is that 
which prescribes that ‘ Every tax ought to be so contrived 
as both to take out and to keep out of the pockets of the 
people as little as possible over and above what it brings 
into the public treasury of the .State.’* This rule, declared 
by Wagner 2 to be simply the application of the general 
principle of economy to public finance, has two distinct 
applications: (i) as regards the State it.self, the aim of 
securing the best return in amount of taxation for the 
expense incurred in collection is very plain, but even when 
this is realised there is (2) the still more important object 
of not inflicting indirect loss on the subjects, cither by the 
obstruction of industry that taxation cause.s, or by the in¬ 
convenience that the regulations incident to the .system of 
collection may produce. Some forms of taxation are much 
more oppressive in these respects than others, and one of 
the principal tasks of financial practice is to discover the 
least burdensome modes. 

The public economy depends ultimately on the national 
economy ; anything that reduces the economic power of the 

> Wealth of Nations, 348. The fourlli of Adam Smith’s ‘classical’ rules 
See Bk. iii. ch. 7. . . . 

1 W^ncr, ii. 467. In jevons’s phrase, ‘The maximisalion of uliUty.^ 
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individual citizens is an injury to the State. A system of 
taxation that diufinishes the revenue of the subjects with¬ 
out a corresponding return to the public treasury is certain 
before long to show its effect in reduced receipts from 
taxation. . 

A comparison of English taxation as it existed in 1820 
with that now in force proves how much may be gained by 
. a determination to conform to the rule of ‘ economy.’* But 
even in the best existing systems of finance there is a large 
amount of waste, some of it unavoidable. The raising of 
such a sum as 120,000,000 in the course of a year cannot be 
accomplished without much interference with industry and 
trade and a great deal of annoyance to individuals. From 
a purely material point of view this canon of ‘ economy’•< is 
probably the most important in fiscal science, and no efforts 
should be spared to secure the closest observance of it that 
existing conditions permit. 

§ 5. The supply of state wants by taxation is then, it is 
plain, a charge on the collective resources of the com¬ 
munity. Finance is no exception to the general rule that 
it is impossible to obtain something out of nothing. Pru¬ 
dent management may make the available resources go 
farther than they otherwise would. The financier, like the 
mechanician, proves his ability by the direction, not by the 
creation, of force, and especially by reducing to a minimum 
the loss through friction. But having decided that taxation 
is a charge on the national resources, there is room for 
further inquiry as to the precise fund on which it falls. We 
have already mentioned Adam Smith’s opinion that it must 
be derived from the shares of revenue. Ricardo declares 
that ‘Taxes are always ultimately paid either from the 
capital or from the revenue of the country,’ “ and expands 
his statement by pointing out that the proceeds of a tax 
must curtail consumption, increase production, or reduce 

* See jjn this Dowell, ii. 249, 261, who quotes Sydney Smith’s humorous 
account. 

” Works (ed. McCulloch), 87. 
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capita], t.e. ‘impair the fund allotted to productive con¬ 
sumption.’ From this he concludes that taxation should 
be imposed on revenue rather than on capital, since the 
latter form of tax tends to check future production. Some 
writers have even raised this into a maxim of finance.* 
The danger of hinticring the growth of capital is apparent, 
though as capital is derived from revenue it is not c.isy to 
avoid taxing it to some e.xtcnt. ‘To provide that taxation 
shall fall entirely on income and not at all on capital is,' says 
Mill, ‘ beyond the power of any system of fiscal arrange¬ 
ments.’^ In actual economic life the line between capital 
and non-capital is not so fixed and rigid as the text-book 
definitions woulcf make us believe.'* Any tax is certain to 
tal^ some wealth that would otherwi.se have been dcv<»ted 
to the aid of production, and also some that, if left to 
the taxpayers, would have been consumed unproduc- 
tively. How much will come from each source is not 
easily determinable. 

The distinction between capital and revenue is, besides, 
not quite the same when considered from the national 
rather than the individual point of view. Much indi¬ 
vidual capital is not national capital, and this is likewise 
true of revenue; but for the financier it is national 
capital and revenue that need attention. Any pressure on 
the most important auxiliary of production is as far as 
po.ssible to be avoided ; but when cai)ital is rapidly in¬ 
creasing, a tax that appears to trench on individual cajfital, 
as £.£■. the English Death Duties, is not open to the 
objection of reducing national capital in the same degree 
as it would be in a poor and unprogressive country. Taxa¬ 
tion is drawn from the total stock of wealth, including 

* ‘ Tout impot doit porter sur le revcmi, ct non sur le capilul ’ is tlic first of 
Sismondi’s maxims. Nouveaux PHneipeSy lav. vi. ch. 2. 

® Bk. V. ch. 2, § 7, • 

• See Marsliall, Principles^ Bk. ii. ch. 4, for a discussion of the diverse 
application of the term ‘capital.* ‘Tlicrc is, and from the nature of the ca.se 
there must be, something artificial in every broad di.stinction between capital 
in general and other forms of wealth.* Ib. * Preface’ to 3rd. e<l., vi. 
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at any given time both capital and revenue. The real* 
aim should be to .so direct it as to interfere to the .smallest 
extent with the action of the forces that promote accu¬ 
mulation. Heavy taxation will always be injurious in this 
rc.s'jrect. If imposed on revenue it reduces the fund from 
which capital comes, and may even lead to direct en¬ 
croachments on individual capital: if on capital it leaves 
"revenue free to partially fdl up the gap that it has made. 
There is no impa.s.sable barrier between the two categories 
of wealth ; any action on one will, in all probability, extend 
to the other.^ 

In adilition to the productive capital and annual new 
production, every civilised society posse.sses a large mass 
of wealth in process of use, ‘ stock reserved for immcdi;fcc 
consumiition ' as Adam Smith calls it, ‘consumers’ capital ’ 
in , Sidgwick’s phrase. There is in this ‘stock’ a 
further source on which ta.xation may fall without in¬ 
juriously affecting the productive powers of the com¬ 
munity. In fact, we can fairly say that no less compre¬ 
hensive term will suffice to describe the source of taxation 
than that already employed, viz. ‘the collective wealth’ 
of the country. But in actual societies in their normal 
condition taxation is derived form the national revenue, 
.some of which would have been transformed into capital. 
Nothing but a national crisis would justify taxation so 
heavy as to absorb the free income of the society and 
reduce the sum of its accumulated wealth. 

§ 6. A celebrated doctrine h;is carried still further this 
limitation, and maintained that all taxation should be 
levied on the net, as opposed to the gross, income. Net 
income is' as.sertcd to be the only disposable fund for the 
purpose. Gross income includes the necessary expenses 
of maintaiidng the citizens and replacing the national 
capital. To touch on that part of the gross receipts 
would be a blow to the industrial organisation, inasmuch 
as it is an essential requisite for the society being continued 

^ See Bk. V. ch. 5 > § 9 , for fuilhec Ircalment of ihis point* 
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in its full efficiency as an economic machine. A tax that 
takes away a part of the labourer’s necessary subsistence,or 
lowers profits below the minimum for which men will consent 
to take the risk of investment, is indefensible, and in the long 
run defeats its own dbject. . * 

The earliest api)carancc of this doctrine is with the 
Physiocrats. Their theory of the 'produit net ’ has its 
chief application in respect of taxation. The fifth of ' 
Quesnay’s ma.xims lays tluwn ‘ that ta.xation .should not 
be destructive or disproportioned to the sum of the 
national revenue; that its increase should follow the 
increase of revenue ; that it shoidd be imposed immedi¬ 
ately on the netprodnet of land.’ .According to Du Pont 
dc!* Nemours, ‘ the portion of the returns called the net 
product is the sole contributory to taxation, the only one 
that nature has prepared to meet it. It is of the essence of 
taxation to be a part of the net product of cultivation.’ 
Mercier do la Piviere is, if i^ossiblc, clearer. ‘Taxation 
is nothing but a part of a net product, and can be levied 
only on a net product.’ ^ The conception of the net 
product as consisting of nothing but the rent of land 
appears absurd, but the way in wdiicli Quesnay and his 
followers reached that startling result is not haid to follow'. 
In their opinion the labourer requires a definite amount of 
commodities for his subsistence ; more than that he will 
not receive, and so much he must get under penalty of 
starvation. This ‘ subsi.stcnce theory ’ of w'agcs was fully 
accepted by the Physiocrats,’ '■* and fairly accorded with fact 
in the P'rance of the Ancien Kepinie. Precisely analogous 
is the position of the capitalist. The rate of interest is 
just sufficient to keep up the existing supply (tf capital. 
The interest on capital advanced is, Turgot tells us, ‘the 
price and the condition of that advance, without which the 

* Quesnay in Dairc, Physiocraiesy 83 j Du Pont, ih. 351 ; Merfier de la 
Riviere, ib. 474. Sec also Quesnay’s CEuvres (cd. Oncken), 332. 

* The often-quoted passage of Turgot, ‘ En tout genre de travaiUil doit 
arriver et il arrive cn effet que le salairc de I’ouvrier sc home a cc qui lui est 
n^cessairc pour lui procurer sa subsisiance ’ (i. 10), sh(.)ws this. 
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undertaking could not continue. If that return is diminished 
the capitalist will withdraw his money, and the undertaking 
will cease. That return ought then to be sacred and enjoy 
an entire immunity.’ ^ 

When wages and profits are remov'ed by the nature of 
things from the tax-collector’s power, it goes without saying 
that rent is the only remaining source on which he can 
' draw, and we are compelled, their premises being given, to 
accept the Physiocratic conclusion. Adam Smith, how¬ 
ever, declined to follow this seemingly rigorous deduction. 
He holds that both wages and profits may contribute to 
taxation, though the amount to be obtained from the former 
must be very small. Ricardo takes the same view. While 
asserting formally that it is only from profits and rent ‘ that 
any deduction can be made for taxes,’ wages ‘if moderate 
constituting always the necessary expenses of production,’ 
he qualifies his statement by the admission that labourers 
may receive more than their necessary expenses, in which 
case the surplus is a part of ‘ net produce.’ ® Finally, J. S. 
Mill emphasises the share of the labourers in ‘ net produce,’ 
and seems to desire to amend Ricardo’s doctrine on this 
point.® 

§ 7. The doctrine of net income as the sole source of 
taxation, whose history we have just traced, has met with 
strenuous opposition in Germany. For the last thirty years 
the fact that taxation is a duty incumbent on the citizen 
and to be paid by him, not by the pure abstraction called 
‘ net income,’ has been loudly proclaimed. Hermann’s 
theory of ‘ use capital ’ {Nutz-capilal) has been employed 
to show that there is an enjoyment revenue to be added 
to the eccnomic revenue derived from production in the 
strict sense. ‘ It is,’ says Cohn, ‘ undoubtedly income that 
the owner of a house enjoys from his residence in it, the 
' owner pf a park from his enjoyment of the park, that a 
person enjoys in his own hunting-ground, in his own picture 
gallery. It is income in the specific form of enjoyment 
Turgot, i. 63. • WorkSf 210. * Principles^ Bk. i. ch. il, § I. 



CHAP. II THE GENERAL FEATURES OF TAXATION 293 


of property.’* Such an extension would give a larger 
fund on wliich to draw, tliough it seems preferable to 
regard these forms of wealth, in the way adopted in a 
preceding section of the present chapter, as proiierty or 
capital, and so far litible in e.xceptional cases to taxati&n. 
Of greater force is the argument that the cost of main¬ 
taining the State is itself a part of the necessary cxpen.ses 
of the society. The protection of person and property, * 
the duty of the public powers even in the opinion of the 
extremest individualists, is almost as indispensable as feed¬ 
ing or clothing. So far then from ta.xation being dependent 
on the surplus produce of the community, it may with 
justice be looked on as one of the first charges on the 
gtT)SS production, coming ne.xt to that minimum of food 
and covering that is needed for the preservation of life. 

The apparent contradiction between two such plausible 
opinions can, we believe, be escaped by taking a broader 
view of the subject than the disiiutants on cither side have 
done. Necessary e.xpenses are in no case a fixed amount. 
Each stanchird demands a certain minimum outlay, but the 
standard can be varied. The subsistence standard of the 
English labourer has always been higher than that of the 
Hindu, and what is true of labour is equally true of the 
other factors of production. The amount of capital can 
be reduced to suit a less intensive method of production, 
and the smaller the quantity needed, the less, aetcris paribus, 
will be the rate of interest. And so is it also with state 
wants. Their amount and cost can and have to be adjusted 
to the general position of the society. The difficulty of 
laying down any definite rule as to the proportion of 
national income, gross or net, that ought to bS devoted 
to the public service has been shown at an earlier stage 
of our inquiry.^ Here it will suffice to distinguish between 
that part of taxation that conduces directly or iivlircctly 
to the production of wealth and that which produces non¬ 
economic advantages. The former is beyond dispute a part 

* § 241. • Bk. i. ch. 8, § 2. 
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of the cost of production ; without it the amount of wealth 
would be smaller, and the payment of this part cannot be 
said to come from the net income, or surplus after neces¬ 
sary expenses are met. The latter, like all other forms of 
enjoyment, can be dispensed witht and yet leave the 
amount of production as great as before. It may, there¬ 
fore, be said to come out of the net produce in the wider 
sense given to the term by Mill. This separation is, 
however, very hard to carry out All forms of public 
expenditure have some effect in promoting industry,* * * § and 
some retrenchment might be made in all without econo¬ 
mical loss to the society. Still the principle of the separa¬ 
tion is intelligible, and within limits can be usefully 
employed.® “ 

§ 8. Inquiries respecting the derivation of the tax 
revenue from gross or net income, or from the sum total 
of the national wealth, may appear at first a piece of un¬ 
necessary subtlety. They have, however, important prac¬ 
tical bearings. Until the normal source of taxation has 
been determined, it is impossible to estimate the pressure 
that it places on a community. The taxable capacity of 
India or Ireland would be very different according as gro,s.s 
or net revenue is taken as the measure; and in a com¬ 
parison between Great Britain and the United States, the 
test of income would probably give the first place to the 
latter, while that of property would assign it to the former.® 
In another important question of finance the problem of the 
true source of taxation becomes of moment. The justice 
of any particular system of taxation cannot be estimated 
without a knowledge of the fund from which the ta.x revenue 
is derived. According as taxation has its source in gross 

* Cp. Bk. i. ch. 6, § I, for the relation of state expenditure to industry and 

commerce. 

* On the whole question cp. Wagner, ii. 315 sq. ; Cohn, §§ 236 sq. ; Roscher, 

§ 35 Held, Einkommemteucr, 66 sq. For Hermann’s theory of income see 
Staats 1 »)irthschafttickt UnUrsvchuitgtn (2nd ed.), 582 -598. Professor Marshall 
has developed Hermann's view, Principles of Economics, i. 139 sq. 

* Giflen, Growth of Capital, 124 139. 
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or in net income our view of the equity of cxistiiig systems 
must v.-iry, • 

The principles just stated find an important application 
in the case of the financial position of Ireland. It has 
been argued with «pparent plausibility that the cost* of 
subsistence of the Irish population should be deducted from 
its gross income in order to ascertain the fund disi)osabtc 
for taxation. I?ut this at once raises the difficult question* 
of calculating the cost of subsistence, and also suggests that 
the doctrine r>f section 7 as to the variableness of necessary 
expenses should be taken into account. Sir R. Giffen has 
assumed that the amount of £12 per head should be taken 
as the minimum standard, anil thus ileparts in two respects 
ft>om the taxation of true net income, for (<?) the assigned 
amount is too high for a very poor population, and (/;) far 
too low as an allowance for e.x|K;nditurc necessary for 
efficiency in the higher grades of [producers. In comparing 
the taxable capacity of two countries it is the amount in 
each really disposable for the tax-collector that should be 
considered. In no case can this exceed a part of even so- 
called ‘ net income.’ The poorest pojjul.ition must havi^ 
something above bare subsistence, since therei^ill always be 
persons much wealthier than the mass of the people. This 
ejuestion is, moreover, one, not of equity but of fact, to be 
ascertained by apiirojiriate evidence, which is, in truth, very 
difficidt to procure.* 

* See on this point the Rfport and Mimttes of Evidofu-e f>f tlic Royal Com¬ 
mission on ‘ Iri.sh Financial Relations’ f(.^ 77^0 and 8262j. Special reference 
may be made to the memorandum of Sir R. Giffen, C. 7720, ii. p. lOO, and 
the note by Prof. Sidgwick, td. 182 3, 
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THE DISTKIhUTION OF TAXATION 

§ I. From an examination of the general and what may 
almost be called the necessary features of the tax system, 
conditions that are beyond the direct influence of hum^in 
agency, we have now to pass to a problem of a very 
different character, viz., the determination of the proper 
distribution of the burden inevitable in the levy of ta.xation 
among the persons or ‘subjects’ liable to it. Instead of 
studying ‘ what i.s,’ we ask ‘ what ought to be.’ Tlie di.stri- 
bution of taxation may be said with far more justice than 
the distribution of wealth in gencrar to be ‘a matter of 
human institution solely.’* Like all questions into which 
the conception of ‘ ought ’ or rightness enters, it is an ethical 
one; but its correct solution is so bound up with economic 
and financial considerations that it must remain within the 
field of financial inquiry. Without a knowledge of the 
surrounding conditions and the effects of any given tax 
system, the attempt to form a judgment respecting its 
justice is hopeless. Moreover, to obtain an approximately 
correct answer to the question is of great importance to 
the practical financier. Any error, wilful or otherwise, on 
the subject is apt to show itself in political difficulties that 
may in some cases reach an acute point. Nor is it sufficient 
that a tax system shall be substantially just: it ought to 

* J. S. Mill, PrincipUSt Bk. ii. ch. I, § I; cp. Marshall, Principles of 
Economics^ Bk. vi. note to ch. 2 ; also see Nicholson {Principles^ Bk. ii. ch. 1) 
for & vigorous criticism of Mill^s view. 
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be generally recognised as such. 1 he prevalence of even 
an unfounded belief that the public burdens are not fairh 
divided among the different classes and individual members 
of a society is a seriously disturbing force, h'inance touches 
on the domain of general politics, and no method of fis<;al 
administration, however successful in olfier respects, can be 
worthy of approval unless it seeks, so lar as existing con¬ 
ditions allow, to reali.se the iilea of an e<iuitable division of 
the public charges. The establishment of general piinci|)lcs 
on this point for the guidance of financial ()olicy and their 
recognition by the people in general are so eminently 
desirable, that the investigation of the grounds on which 
taxation should be distributed is a work of utility in the 
iicU'rowest practical sense. 

The difficulties of the inquiry are increased by .several 
distinct circumstances. First, they are due to the changing 
nature of the public economy. The city state of (jreece or 
Italy, the media:val kingdom on a feudal basis, and the 
nation of modern times have so many points of contrast, 
their several functions are in outward ap|)earance so dif¬ 
ferent, that it seems impossible to assign a single law of 
distribution that can include them all and yet be more than 
a truism. Will it not be necessary to take each stage of 
political evolution and deal with it sc|)arately ? Next, even 
confining our attention to a single type of State, it is not 
easy to bring the numerous public charges, and the equally 
numerous functions whose cost they defray, to the lest of a 
common calculation. It is not clear on the surface that all 
citizens should bear all charges in an equal degree, or that 
all expenditure should fall on a common and indivisible 
fund. The text-book writers have, it must be sa]d, created 
a third difficulty, as they, in too many cases,have .sup()licd 
us with formulas that allow of a convenient laxity of inter¬ 
pretation, and give an appearance of information without 
the reality. 

Under such circum.stanccs it will be expedient to ej#amine 
the various rules of distribution, and to note their historical 
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application. While thus engaged we shall see how mis¬ 
understanding hns often arisen from neglecting the neces¬ 
sary changes in public economy, and the gradual develop¬ 
ment of the State, as well as from attempts to stretch a 
particular rule beyond its legitimate hinits. 

§ 2. The first and, in one sense, the simiilcst princi[)le 
for the distribution of taxation is that which would treat it 
as a payment for public services. We have already seen 
reason for rejecting this mode of explaining the nature of 
taxation,' and thereby implicitly its value as a measure of 
its amount. There was, however, much in the medi;eval 
economic system that tended to foster the belief. Private 
economics admittedly sold their services, but the royal 
economy was mjthing but the largest of private economies. 
The King lived by his domain and by the fees that he 
obtained for the performance of duties. The whole feudal 
system was based on the idea of contract. Defence against 
enemies was the payment for the vassal’s homage and dues. 
Justice was bought, and so were the few economic .services 
rendered by the sovereign. Under such conditions the 
doctrine that taxation should be measured by service sup¬ 
plied was but the formal expression of an existing fact. 
The growth of the state economy made this no longer true 
and the doctrine thus became a survival from earlier times. 
It is still more important to note that the method of specific 
payment for public services was never a realisation of 
justice in the distribution of burdens. Neither in respect 
of national defence nor of legal adminis';ration, nor finally 
of general economic activity, is it possible to distribute the 
advantages among individuals, and to charge in proportion. 
The intrpduction of general taxation was in part a result 
of the defects of the older mode, and it was undoubtedly 
a step in advance, particularly in the direction of securing a 
fairer allocation of the expenses of the public powers. The 
theory that taxation is the price of the State’s services, and 
finds “its measure for each citizen in the amount of benefit 

* Bk. iii. ch. i, § 4- 
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received, is, as regards the latter part, quite unsupported by 
history. The system of direct purchase ai)plicd to the 
State’s tasks was so far from being equitable that justice 
was only made possible by its abandonment. 

Much of the plausibility of this view^of the measure of 
taxation arises from the apparent support that it gives to 
the individualistic theory of the State. If the services of 
government arc the standard by which to regulate taxation, • 
there appears to be no essential difference between the 
payment of taxes and the purchase of commodities. The 
as.similation of the two forms is in reality ;i forced one. In 
the case of taxation the advantage given is indefinite, and 
the payment for it is compulsory ; the modern upholders 
of»the doctrine are consequently forced to have recourse to 
some other standard, which they declare brings about a 
substantia! equality between the benefits received and the 
taxes paid.* That usually suggested is the rule of taxation 
in proportion to revenue. It is, however, quite impossible 
to establish any such connexion. Limiting state functions 
to the minimum, viz. the protection of person and of pro¬ 
perty, there can be no doubt that the former would in 
general require ctiual payment from all. It costs (luite :is 
much (if not more) to protect a poor man’s jrerson as it 
does to perform the same service for a rich man. Again, as 
regards ()ro[)ert>', there is little ground for the belief that 
the cost of guarding it varies directly as its value. If 
security is to be sold like an ordinary commodity, there 
ought, on the strictest commercial principles, to be some 
allowance made to the purchaser ofa large quantity 1 The 
natur.al conclusion, therefore, appears to bo that the rate of 
taxation should, on the theory of irurchase anti sale, be 
lower on largo than on small incomes ; but even this result 
does not rest on very solid grounds, since any change in 
the quantity or quality of state services would alter the 
relations of the parties concerned. 

* For a statement of this theory see Thiers, De la Propriitiy 348, who 
compares taxation to an insurance premium. 
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§ 3. The evident weakness of the theory just discussed 
makes the adoption of some other and more precise criterion 
necessary. Retaining the idea that taxation should be 
equal, but giving up as hopeless the attempt to measure 
the respective services performed for each person by the 
State, we might conceivably abandon all efforts at differen¬ 
tiation between individuals, and hold that equality was 
realised by taxing all persons (or all families) at the same 
rate. Such a method might be admissible in a primitive 
community. All are dependent on the State for certain 
essential conditions of social life. Why should not all pay 
equally for these advantages ? Military service is rendered 
by all alike, and the same principle might seem as applic¬ 
able to the contribution of commodities as to that"-of 
services. Civilised societies have, however, almost for¬ 
gotten the existence of a state of things in which such an 
arrangement would be feasible. The annual tax revenue of 
the United Kingdom may be put roughly at 120,000,000, 
and the population at 40,000,000. Under a system of 
equal contribution the rate per head would be £z, or £1^ 
for a family of five. The labourer’s family, with a weekly 
income of £1, would be taxed about 30 per cent. ; a middle 
class family, with ;^5ooper annum, would be taxed 3 per 
cent.; where the family income was ;Cso,00O per annum 
the charge would be an insignificant fraction. The method 
of equal contributions per head would be impossible politi¬ 
cally, besides being extremely unjust. 

Dismissing then the idea of equal taxation of persons as 
utterly impracticable, we come to what is the best known 
and most widely accepted doctrine, viz. that which takes 
‘faculty’pr ‘ability’ as the measure for taxation. This 
view, which is found as early as Rodin,^ has been embodied 

^ ‘Sunt igitur ea vcctigalia . . . probanda quae in omnes ordines pro 
singulorum facullatibus exaequantur,’ Bodin, Da Rep, Liv. vi. ch. 2. See 
Neiiniann,‘’* Die Steuer nach Steucrfahigkeit,* in Conrad’s1880, fora 
'history of the doctrine. For earlier recognition of the doctrine in England see 
Cannan, History of Local Rales, 17-22, where the phrase juxta facultates is 
quoted from ' Rhymer ’ as having been used in 1345. 
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by Adam Smith in the first of his classical maxims : ‘ The 
subjects of every State ought to contriblitc towards the 
support of the government, as nearly as possible, in pro¬ 
portion to their respective abilities.’ * For the last thirty 
years it has'been the <iloctrine accepted by the majority of 
German writers on finance. One reason for the readi¬ 
ness with which ‘ability’ has been adopted as the measure 
of taxation is perhaps its convenient vagueness. The mere 
statement that taxation should be proportioned to‘ability ’ 
does not afford much practical guidance. A measure of 
•ability’ is further wanted, and in fact different criteria 
have been put forward with equal sincerity and equal con¬ 
fidence. Property, revenue, net revenue have each been 
selacted as the test of the taxpayer’s ability. 

§ 4. All the foregoing tests arc more or less measurable, and 
present, so to speak, objective standards, but the measure 
of ‘ ability ’ has sometimes been transformed into that of 
‘ sacrifice,’ and this criterion has been widely accepted. 
‘ Equality of taxation,’ says Mill, ‘as a maxim of politics 
means equality of sacrifice.’^ It is apparent that the rule 
of equality of sacrifice is but another mode of stating the 
rule of equality as to ability. Equal ability implies equal 
capacity for bearing sacrifice. An equal charge will imirose 
equal sacrifice on persons of equal ‘ faculty,’ and where 
abilities are unequal a corresponding inequality in the 
amount of taxation will realise the aim of equality of 
sacrifice. There is, however, a shade of difference in the 
u.se of the two terms. Ability suggests the positive 
element of power to contribute, sacrifice the negative one 
of loss by contribution; the former is most naturally 
measured by some objective standard, the latter refers 
primarily to the sentiments of the people concerned, and 
is, therefore, rather subjective. The use of sacrifice under¬ 
gone by the payer as the measure of taxation is probably 
due to a disposition to place weight on the cleinc"*- 

• Wealth of Nations^ 347 ; cp. 342. 

• Prittciples^ Bk. v. ch. 2, § 2. 
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privation felt by those who are taxed, instead of on the 
external marks tliat indicate ability to pay. 

But when the conception of ‘sacrifice’ is substituted for 
that of ‘ability ’ the road is opened for a further and more 
radical alteration. Assuming the 'utilitarian standard 
as the true one, it is forcibly argued that the proper 
distribution of taxation is not that which imposes equal 
sacrifice. The ‘ greatest happiness ’ of the society will be 
best attained by so distributing the burden as to inflict the 
least sacrifice on the whole, and therefore placing the 
heaviest pressure on those who arc far above the average 
in resources, while exempting altogether those who are 
much below it.' The same train of thought leads to more 
careful discrimination in the treatment of ‘equal sacrifice, 
since under this term equal sacrifice in the strict sense and 
‘ proportional sacrifice ’ are frequently included. Last of 
all in this process of refinement is the recognition of ‘ equi¬ 
marginal sacrifice’ which will lead to the realisation of 
‘ minimum ’ or ‘ least sacrifice.’ 

These complications in the employment of the sacrifice 
principle seem to justify adherence to the objective 
standard of ability, especially as the practical application 
of the criterion of ‘least sacrifice’ is impossible.** It is 
clearly inadmissible to use a principle of a highly abstract 
character, and one limited by other important considera¬ 
tions, as the guide in such an essentially practical study as 
finance. 

§ 5. But whether ‘ ability ’ or ‘ sacrifice ’ be taken as the 
standard, it is possible to reach very different practical re- 

* This vic’v has been specially developed by Professor Edgeworlh. See his 
articles on ‘ Tlic Pure Theory of Taxation,’ Econoviu JouniM^ vii. 550-566 ; 
also X. 174-177, and llic summary of his views in Memoranda on Classifualion 
and Incidenccy 127-8. 

* Professor Edgeworlh speaks of * the enormous interposing chasms which 
deter practical wisdom from moving directly towards ihat ideal,’ Economic 
Journal vii. 553. Professor Nicholson recognises that ‘ the great merit of the 
faculty theory ’ is that it is objective, Primiphst iii. 275. 
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suits according to the amount of weiglit assigned to tlic 
different elements. We accordingly meet ^’ith three differ¬ 
ent forms of distribution, all avowedly based on the criterion 
of ability, and all claiming to realise true equality. 'I'liese 
arc: (i) pure prcjportional taxation, in,which income i*> 
taken as the standard, and the amount of public burdens 
regulated by it ; (2) (lualifierl proportional la.xation, where 
income is still the test, but is subjected to certain modi¬ 
fications, either by deduction of uecess.iry exix-n.ses or 
by analysis of its component [)arts ; (3) i)rogressive or 
graduated taxation, which [jlaces a heavier rale of charge 
on large than on small incomes, since the ability of the 
‘subject’ is supposed to increase in a more rapid ratio than 
thc*incrcase of his income. 

The rule of inoportional tax.'ition has been undoubtedly 
the doctrine of'thc classical political economy. Connected 
on its political side with the liberalising movements of the 
eighteenth century, its representatives protested against 
all c.xcmptions and privileges, and against none more 
than those granted in respect of ta.xation. The assertion 
of the justice of taxing in proportion to revenue carried 
with it a condemnation of the very common freedom from 
all personal t.ixation enjf yefl by the privileged classes of 
the Continent. ‘There is,’ says Vauban, ‘a natural oliliga- 
tion on the subjects of all conditions to contribute in 
pioportion to their revenue or their industry. . . Every 

privilege that tenils t<j exemption from that contribution is 
unjust and abusive.’* If taxation should be proportion.d 
it ft)llows necessarily that it must also be giMieral. 'I'he 
French Kevoluticjn, and the changes that it led to el.se- 
where, so completely abolished the objection.able pvivileges 
that this side of the doctrine is often ignored, and its refer¬ 
ence to the income possessed alone considered. Adam 
Smith completes his statement that taxation should be 
adjusted to the abilities of the subjects by adding ‘ that is 
^ Dime Doyale (ed. Dairc), 48; cp. Meyer, Vrinciyiaiy § 2. 
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in proportion to the revenue which they respectively enjoy 
under the protection of the State.’' And since his time 
the rule has been quoted and adopted by most of his Eng¬ 
lish and French .successors.^ At first put forward as a 
protest against the injustice of the old system of privilege, 
the maxim of proportional taxation is now employed as a 
weapon against the newer Radical socialism.®, 

One great advantage of the rule is its simplicity. As 
M. Say puts it, ‘ Proportional taxation does not need de¬ 
finition, it is the rule of three. . . When it is .said of a tax 
that it will be levied proportionally every one understands 
it.’‘ The problem of taxation is reduced to its least com¬ 
plex form. Given the amount that mu.st be raised by 
taxation, and given the sum of individual incomes, the 
rate per cent, can be assigned and applied to each case. 
It is true that there are certain practical difficulties in the 
way. The ascertainment of individual incomes is not a 
perfectly easy work, and where, as is almost universally the 
case, it is neces.sary to specialise the tax system and have 
a number of duly correlated charges, it is difficult to 
measure the exact amount paid by each citizen to the 
public treasury. But any other principle must either meet 
or evade the.se embarrassments, besides the additional diffi¬ 
culties that are peculiar to itself. Simplicity and easy 
application, though desirable in finance, are not the sole 
objects to be attained, and therefore the rule of proportional 
taxation has been vehemently opposed as failing to give a 
just distribution of the public charges. The question has, in 
fact, been mainly debated on the issue whether proportional 
or progressive taxation should be the system adopted. 

§ 6. What is known to Continental writers as progressive® 

^ Weallk of Nations^ 347. 

* ‘ Nous I’avons adoptt^e et nous devons la dijfendre,* is ihe expression of 
Leroy-Beaulieu, i. 139. 

* See for a full exposition of this point of view L^on Say, Les Solutions 

demixraHques de la Question des Jmp 6 ts. Ib. i. 167. 

* The literature of progressive taxation is an extensive and growing one 
The most important work in English is Professor Seligman’s Proip'essive Taxa^ 
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—but more fainili.'ir in England as graduated—taxation 
includes, as we have said, any system in which the rate of 
taxation becomes higher, or progresses, as income increases. 
In this consists the essence of the principle ; the grades into 
which incomes are divided, the initial rate of charge, aivJ 
the increases at the several stages of advance, though very 
important, are yet matters of apjjlication. 

The reasons that have led to the [lopularity of i)rogres- 
sive taxation are obvious enough. The loss of a portion of 
wealth by a rich man is generally regarded as a very slight 
evil or as none at all, while to a poor one it causes curtail¬ 
ment of real enjoyment. The deduction of i,’io from an 
income of ;^lOO will in most cases prove a serious pressure, 
sweeping away [rerhaps the savings of the period, or com¬ 
pelling the sacrilice of all relaxation ; that of X icw from 
;£^l,000, though still heavy, would not trench upon the con¬ 
ditions of a comfortable life; £1,000 taken from /,io,CkX) 
would leave a balance sufficient to supiiort a lu.xurious 
existence; and jflo,CXX) from 100,000 would hardly, so 
popular sentiment imagines, be perceiitible by the owner. 
Yet it is precisely these ileductions that [iroportional 
taxation carries out, without recognition of the real grada¬ 
tions of ability and capacity for bearing sacrifices. So 
regarded, the levying of eijual rates on all incomes has an 
appearance of unfairness that has given much support 
to the plan of graduating charges according to different 
scales. 

Though the general current of economic opinion has till 
recently been decidedly against the idea of inogression, the 
system has secured the adhesion of some eminent authorities. 
A passage of Monte.scjuicu’s has been often quobxl in its 
favour, in which, speaking of the Athenian property tax, he 
says, ‘ it was just though not proi)ortional; if it did not follow 

the proportion of goods, it followed the proportion of wants. 

• 

tiffn in Theory and Practice^ which gives a full account of the chief llicories on 
the subject. Mas^-Dari’s Vhnposta Progressiva is the chief Italian* work. 
Other writers deserving of mention are Neumann, Mazzoio, and Cohen-Siuurt. 

X 
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It was thought that each had equal physical necessities, 
which ought not'to be taxed ; that what was useful came 
next, and should be taxed, but not so highly as super¬ 
fluities.’' Rousseau and the elder Mirabcau took the same 
view. In the nineteenth century J.„B. Say and Jo.seph 
Gamier approved of a system of moderate progres¬ 
sion. The former ‘ did not fear to declare that progressive 
taxation was the only equitable form’; the latter held that 
‘taxation ouglA to be |)rogressive without spoliation.’^ 
Still the weight of authority was on the other side. ‘Pro¬ 
gressive taxation,’ like ‘ protection ’ or ‘ a double standard,’ 
was an heretical tenet opposed to the true economic faith. 
Alike in I'lngland, France, and Germany it was rejected by 
such rcprc.scntatives of competent opinion as J. S. Mill a^id 
McGulloch, Levasseur and De Parieu, Gneist and Hermann.* 

The recent change in opinion'on this subject has been 
due partly to increased popular influence over government. 
The shifting in the centre of political gravity that the 
growth of democracy has brought about has, as one of 
its conscqucnce.s, a tendency to alter the distribution of 
taxation in favour of the most powerful class, i.e. the 
numerical majority. This can only be accomplished by 
putting a heavier burden on the wealthy. The diffusion 
of sociali.stic ideas assists in this movement. Progre.ssive 
taxation is one of those agencies that seem likely to 
facilitate the transition from the capitalist to the socialist 
regime, and it con.sequcntly has the sup[)ort of the various 
sections of that party. Among the counts of the indict¬ 
ment that the French economists bring against the system, 
one of the weightiest, in their opinion, is its socialistic 
character. 

* Espyit dts Lois, Tav. xiii. cli. 7. 

* Giiniier calls his .system ‘ pro^jiessional.* See J. B. Say, Traiii', Bk. ni. 
ch. 9; liariiicr, Traits dt’s Finafues, 6S. 

* * This docl l ine seems to me too disputable altogether, aiul, even if true at all, 
not true to a sulKcient extent to be made the foundutionofany rule of taxation.’ 
Mill, l^rindpks, Bk, v. ch. 2, § 2. Cp. McCulloch, Taxation, 65 ; De Parieu, i. 
3JS; Levassear, Pricis, 343 ; also Neumann, Progressive Einkommensteuer^ 112. 
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Moflern developments of economic theory have also had 
their share in the work. Tlic mcmheis the ‘ hi.slorical ’ 
school have not been bound by any undue respect to the 
opinions of their predecessors, and their greater .sympathy 
with semi-socialist ideas made them incb'ned to favour wlfat 
seemed to be a mode of relieving the poorer classes from 
the pressure of e.xcessivc tc'ixation. Accordingly .some 
moderate form of progression has generally received their 
approval. 

Another and apparently op[)oscd school has tended in 
the .same direction. The more accurate study of the varia¬ 
tions of utility, which forms the common starting-point of 
the researches of jevons. Monger, and Walras, has among 
itsK)ther important effects given a new mode of measuring the 
pressure of ta.xation. Final or marginal utility becomes the 
measure of sacrifice, and if, as is plain, the utility of a shilling 
is more to the possessor of an income of ^loo than it is to 
one of £1,000, it does not fjilow that it is exactly ten 
times as great. The assumption that equal [jercentages of 
income arc of equal utility is a rough ‘ first a] 5 i)roximation,’ 
admissible, perhaps, in the earlier stages of iiujuiry, but 
cert.'iin to give place to the more accurate results of later 
investigation. It is noticeable that Sax and Wiescr, who 
represent the financial studies i>f the Austrian school, have 
both fleclared for progressive taxation.' 

The substitution of ‘/ms/ s.acrifice’ for Vywn/.sacrifice ’ 
as the criterion for distributing the burden of ta.xation 
would lead of necessity to a more extreme form of (iro- 
gre.s.sion, appro.ximating to, if not actually attaining, a 
state of socialistic equality. This substitution is, however, 
too speculative, and, as previously explained, too much 
limited by the need of maintaining production, to be 
seriously considered. Still, even its qualified recognition 
may be regarded as one of the influences giving support to 
the movement towards the development of progressive 
taxes. 

' Sax, S/tm/swir/Asc/ia//, \\ie%Qt, Nalural I'a/ue {V.n^. trails.), 236. 

X 2 
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§ 7. A system of progression may be realised in different 
ways, as by heavy'taxes on luxuries consumed by the rich,^ 
or by higher duties on the finer kinds of all commodities. 
Duties on the transfer of property, and on commercial 
transactions generally, could be so adjusted as to reach the 
same end, while taxes on inheritance appear to supply a 
specially effective form of progression.® The mode usually 
employed is, however, that of progressive income and 
property taxes. This is obviously the most direct way, 
since it places the increased charges at once on the larger 
incomes, and has not to trust to the less certain and calcul¬ 
able operation of taxes on ‘ consumption ’ or on ‘ acts.’ 
In form the tax may be on property, or on income, or on 
both; but as in any case it must normally be paid out'of 
income, the assessment of property is simply a particular 
mode of fi.xing the rate of charge. 

] 5 ut whatever be the form adopted, the policy of pro¬ 
gressive taxation is open to serious objections, of which the 
following may be noticed as the most important. 

In the first place, it is entirely arbitrary. The possible 
scales arc infinite in number, and no simple and intelligible 
reason can be assigned for the selection of one in preference 
to its competitors. The schemes proposed vary widely. 
Some are of a very drastic character, aiming in fact at 
confiscation of all income above a certain appointed level.® 
Others are more moderate, and seek only to realise a 
supposed equality of sacrifice, or simply to somewhat 
favour the poor as against the rich. But the fact that such 
divergent plans can bo plausibly propounded is highly 
significant. 

^ The English assessed taxes might have been thus employed. 

^ Professor Seligman, Progressive Taxation, 212-215; West, The Inherit' 
ance 'Tax. See Bk. iv. ch. 9. 

• Amongst specimens of this class the plan of the late F. \V. Newman, by 
which the tax rate increased l per cent, with each additional ^1,000 of income, 
may be mentioned. A common formula is that ' the tax should triple as the 
income doubles, the starting point being selected according to the propounder’s 
fancy. But there is evidently no limit to the varieties of arrangement. 
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Actual examples of progression, as we shall see, are not 
of an extreme type. The highest rate oi charge is fixed at 
a comparatively low percentage. It still remains true that 
there is no self-acting princi])le by which to determine 
the scale of progitession. We must perforce agree \\4ith 
L^on Say’s declaration that ‘ ])rogression is naturally 
arbitrary.’ Opponents of the system will hold that the 
mildest form is the least objectionable, and try to attain 
that result (unless they prefer to have an extreme measure 
in the hope that its hardships may cause a reaction). 
Reasonable supporters will recognise that a nipidly increas¬ 
ing rate is both unjust and cconomic.ill)- injurious. Hut 
bc)'ond such vague pro|)ositions Tiothing can bo stated. 
AH depends on the will of the legislature, /.<•. in most 
modern .societies on the votes of persons who will not 
directly feel the charges placed on the higlu r incomes, and 
will probably believe that they will be g.iiners by them.* 

* Tf}tp 6 is D^modotiques^ i. 172. It may lie .'sted llint llic sralo lliut 
would }»ive the maximnin revenue should lie chosen, hut lids is (r/) extremely 
difficult to determine, and (/5) is not consisleiil with the aim of j>ro|Hi»iional 
saciificc. It is besides (juitc possible that several diflerent scalc.s would .satisfy 
tlie condition. 

* 'J'hc objection to progre.ssive taxation on the fjround of its arbitrary nature 
has been a leading point with French erommusts, I.eruy-lieaulieu, i. 148, 
and was emphasised hy the older En^li.sh .school, hut is trcafeil as of .sllj^lit 
iiT»]>ortance by most recent writers. I’rof. Seligman ileclarcs that ‘all I’nvfiii- 
mental actions which have to do with money relations of clas.scs are neeessarily 
more or less arbitrary .... a strict proportional tax .... is really more 
arbitrary .... than a moderately proi;re.ssive tax. The ostensible “cer¬ 
tainty ” involves a really j;realer aibilrarincs.s.’ Pro/^ressive 'J'axatioti^ 194. 
Mr. Devas, while allowing the objection where the aim ‘is not to ecjualise 
sacrifice but to equalise properly,’ regards it as inapplicable to ‘moderate 
graduation.’ J'olitical luotiomy^ 529. Prof. Nicholson holds tliat the ‘objec¬ 
tion is purely formal. It is c<juall) aj>i>lieahle to the relative projioition of 
direct and indirect taxes.’ y’;7//r//•/;•.?, iii. 27S. In ropl) it xxx:\^ he remarked 
that though it is true that all action of a sovereign government is in a sense 
arbitrary, the ad<*ption of a definite principle liased on ‘.simple and obvious* 
ground.s limits the capriciou.s exercise of the power. Sitch a limiting principle 
exists in the case of proportional, but is ab.scnt in that of jirogressivc, taxation. 
The distribution Irelwccn direct and indirect taxation is regulated Vy reference 
to the effect on the different cla.sscs concerned, and, though unavoij|alily im¬ 
perfect, ought to be directed by a general rule. But in any case the adoption 
of progres.sion brings in an acUiitioual element of arbitrariness in the selection 




310 


PUBLIC FINANCE 


BOOK III 


Another serious obstacle to a progressive system is the 
danger of evasion.' No empirical law is better established 
in finance than that which states that high taxation leads 
to efforts to avoid it. Duties on luxuries are in part 
escaped by the smuggler’s aid ; spcciabduties on the better 
kinds of goods lead to false declarations ; graduated inherit¬ 
ance taxes are met by concealment and gifts inter vhms; 
progressive income and property taxes cause false returns 
on the part of the contributors. I''or tliis latter fact there are 
several reasons. The increased charge on higher incomes 
offers a special inducement to understatement on the part 
of those liable, as thereby tlicy obtain the advantage of a 
lower rate, a proceerling the more readily excused to their 
consciences by the jjlea that the e.xaction escaped is itself 
unjust. Another reason is tire impossibility' of employing 
effective measures for collection. With a uniform income 
tax a great deal of income can be taken at its source, where 
evasion is impossible ; with progression, as the rate varies 
according to the sum of income, the ascertainment of that 
fact is required for fixing the charge, though it is undoubt¬ 
edly very difficult to get a proper answer to inquiries 
respecting it. Thus the motives for evasion are stronger 
and the means of prevention less effective in the case of a 
progressive than of a jjroportional tax.' It is the intrusion 

of ihc ]xxrlici)lar scale, which may he comiv.ircd with the additional uncertainty 
inadouhlc slaiulard currency owinj; to the jios.sihle varieties of the ratio be¬ 
tween the two metals. The appeal to llie analogy of judicial ilecisions suj;- 
gesls the difference between the settled rule of Maw’ and llic lluclualing 
judgments of ‘equity,’ As Scldcn could truly si\y that ‘ ctpiily is a roguish 
thing,’ so can it he said that the policy of progressive taxation, particularly in 
a democratic society, is an uncertain thing. 

' I’rof. Nicholson, in questioning the force of this objection, seems to have 
misconceived its real bearing. ‘Though the personal method of declaration 
must l)C nppilied to the surplus, it will .still be as cflcclive as in other ca.ses, and 
the chance of evasion may be allowed for.’ Pritidples^ iii. 278. Hut the 
essential point is that the introduction of progression necessitates the luloption 
of the comparatively incfTcclivc method of personal declaration for all income, 
and lhcr^*by increases the opportunity, as the higher rate stimulates the desire, 
for evasion, which no doulil must ‘be allowed for’ in estimating the yield of 
the tax, just as the encouragement to smuggling must be consklercil in the case 
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of the personal and arbitrary element that raises this difili- 
culty, which is accordingly unavoidable. * 

A third powerful argument against progressive taxation 
is derived from its probable effect on the accumulation o*' 
wealth. One of the’motives to provi<lcjice is the desire of 
gaining a large fortune, but a .system that in its extreme 
forms prevents, and in any case hinders, the attainment of 
this desire must, it is argued, chccl< the grow th of capital. 
The imposition of special t.ixalion i>n the larger incomes or 
properties is, in fact, a fine on saving, and consiapiently an 
impediment to the sup|)ly of one of the au.xiliaries of pro¬ 
duction. If the legislator is to interfere at .all, he ought 
rather to encour.ige the form.ation ot luw stores ol wealth 
tlltit will, in the vast majority of c.ases, be used to assist 
industry. 

The discouragi'inent to the grow’th of c.ai)ital m.a\- operate 
in two different ways. There will naturall)' be a movement 
of wealthy petsons from a district in which they are sub¬ 
jected to special jienalties. Any (existing outflow of wealth 
will be increas(Hl, and the inllux of other wealth so far 
checked. .Such is a very probable ;uid serious danger in a 
small district from which movement is e;isy, and with the 
motlern tendency to intermit ional movements of caipital 
it may occur even in large areas. But for countrii-s with 
a highly developed system of industries, another effect is 
more to be dreaded, viz. the stopjiage of saving .at an earlier 
period. Capital may not emigrate readily from such a 
country as Knglancl or h'rance, but the annual increment 
may become smaller- and finally cease. Considering the 
dependence of industry on the facilities for obt.aining new 
capital, it would .seem th.at any tu tificial cheek to.its growth 
would be a grave evil and likely to re,act on the finances of 
the State. •• 

of heavy duties on tuxnrics. The need tor inahin;; Ihis all.iw.-niee is generally 
rep[ar<lctl as weighing again^it such duties, aiui .similar rcasoniii;^ in respucl tfi 
prop;ressivc taxes seems warranted. The oxjK'ric'ncir tif Italy wiili i^s incium^ 
tax gives support to the belief that reliance on declarations of income i-s un¬ 
satisfactory. 
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In mitigation it may be urged that progressive taxation 
is not in fact likely to weaken the disposition to save. It 
will only affect those who possess a good deal already, and 
such persons save as much -from habit as from conscious 
motive. There is, too, the further fact that the heavier 
taxation on the rich will leave the poor a larger disposable 
sum, part of which they may save, and to that extent 
increase the store of wealth. But though in both those 
ways the loss to capital under a moderate progression may 
be reduced, it .seems clear that some lo.ss there will inevitably 
be, and it is incumbent on the .supporters of any measure 
tending in this direction to .show what compensation will be 
gained through fairer distribution.* 

In discussing this matter it is well to remember that the 
productiveness of a progressive tax on incomes is not as 
great as is popularly suppo.sed. This failure to reach 
expectation is due partly to the evasions that have been 
noticed as incident to the tax, and also to the various 
devices, not absolutely illegal, that are used to escape the 
extra pressure. If rigorou.sly collected the tax causes 
much capital to emigrate; discretion is therefore very 
often employed in enforcing claims, and in cither case 
the revenue suffers. Another reason is found in the fact 
that in most countries large incomes tlo not form a large 
proportion of national revenue. Taxation to be productive 

^ This objection is regarded by some writers asap[)licable ‘ to the whole system 
of taxation on properly or income’ (Scligman, Pregresswe TaxatioUy 195), or 
to ‘ail taxes on cajiilal* (Nicholson, Pn'nci/ks^ iii. 27S), aiul therefore 
‘ not applicable to progressive taxation as such ’ (Sellgman, 4 »<‘. l ii .). This view, 
however, does not lake into account the extra pressure on the growth of 
accumulation that a progressive rate must cause. The case is similar to that of 
increasing fines for each repetition of an ofl'cncc, the wrongdoing consisting in 
the saving or pioduclion of a given amount of wealth. As staled in the text, 
there may l>e some coinpen.salion in the cflccls of moderate progression, but 
this gives no .support to Ihofessor Soliginan’s courageous a.sscrtion that* If a 
moderate progressive lax is really more equitable than a strictly proportional 
tax, progression will be less of a fine on thrift and industry than pro-iortion 
^ould },>e’(/<?i-. (if.). The usual arguments against progressive taxation are 
given in Lecky’.s and l.iherty^ ch. 3, in an old-fashioneU form and 

with no consideration of recent theoretical discussion. 
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must draw on the resources of the middle and working 
classes. The unproductiveness of progre^siv-e direct taxes 
is paralleled by the small yield of taxes on the luxuries of 
the rich as compared with duties on articles of general 
consumption.* To Obtain the funds needed by the State 
pre.ssure must be placed on all classes of society, not merely 
on the prosperous.- 

§ 8 . The foregoing objections, which may bo distinguished 
in their order as political, moral, and economical, arc so 
weighty that a very clear proof of injustice inflicted by 
any other system than progression must be made out in 
order to sanction its use. The injustice of jiroportional or 
regressive taxation, if established, would teiKi to show that 
foP the realisation of ecpiity progression in some form must 
be adopted. But in support of this contention we have 
nothing except the appeal to ecpiality of sacrifice as the 
standard, and the alleged failure to conform to it by taking 
equal proportions from different incomes. The deduction 
of ;^io from A’s income of ;6 icx 3 and of .£^10,000 from B’s 
of ;^100,000 will, it is maintained, inflict greater suffering 
on A than on B. Such is the as.sum|>tion of the iqjholders of 
progression, and their view accords with popular sentiment. 
There is, nevertheless, n;om for doubt. Is it really certain 
that A, whose income is reduced from 1 00 to is wor.se 
treated than B, who.se £i(.X),ooo is brought d<nvn to £(jo,ooo ? 
There can be no dispute as to the wants which the latter 
will have to leave unsatisfied being very much slighter than 
those of A, when looked at from the same’ point of view. 

* Cp. Wealth of Nations^ 375. 

* As pointed out ]iy IVofcssor Scli^inari and Nicholson, liic slight increase 
in return obtained by progressive taxation is not an ohjectiun to itsmse. It can 
at most be regarded as showing that its advantage must l>c looked for else 
where. Mfit is conceded that the jirogrc.ssivc fax h more equitable than 
the proportional tax, it is utterly immaterial whoiher it yields more revenue or 
not/ Scligman, Progressive 'J'axation^ 195. In deference !«> this criticism, the 
text of earlier editions has been altered. It i.s nevertheless true that a.s a groat 
engine of fiscal reform progressive taxation is in I'roudhrm'.s wc4ds ‘un 
bilboquet, un joujou deinocratique,* which will not relieve the poorer tax- 
4>ayers. 
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But the point of view is not the same. B’s system of life on 
its material side fe so differently constituted from A’s that 
any comparison of the kind is absurd.’^ ; 6 ^io from A’s 
income may mean the loss of a certain amount of alcoholic 
drink; B, by having to give up ;£'io, 00 < 3 , may lo.se the chance 
of purchasing an estate, or may have to abandon some 
social scheme that he could othcrwi.se have carried out. 
The economic calculus is not at pre.sent competent to deal 
with such comparisons. The comple.xity of the problem 
is admittedly great, and not to be solved by simple methods.'^ 
The weightiest difficulty that the theoretical advocates of 
progression have to meet is the e.s,sentially subjective 
nature of thcir»standard. Its translation into an objective 
rule of taxation can be accomplished only by the aid“of 
assumptions as to the relations of enjoyment in different 
classes that must contain a largo element of conjecture. 
The modern elements of the theory of utility fail to 
su|)ply any definite practical basis on which to frame a 
scale of jirogrcssion. 

Progressive ta.xation has been supported by a very differ¬ 
ent line of reasoning in Cohn’s brilliant Fi)ian::;ivissenschaft? 
Proportional taxation is asserted by him to be the logical 
result of the ‘ contract ’ or assurance theory of the State. 
In accordance with that belief, it was fitting that all should 
pay the same proportion of income in exchange for the 
stipulated services. The modern or ' higher ’ conception of 
the State abandons altogether this theory of the social 
compact, and therefore its corollaries, in which is included 
the rule of proportional taxation. Writers who like Rau, 
De Parieu, and Leroy-Beaulicu reject the older view of the 

* See Wi<'k.slce<l, Alphabet of Economic Scicnety for a clear statement of the 
Koncrul principle aj)pUctl in the text. Signor M. I’antalconi arj;ucs that the 
richer person (H) may even sutler more (i) if the additional wealth happens to 
bcof spetjial importance to him, or (2) if his sensibility be keener. 

* Cp. Sax, ‘ Die I’rojjression ist keine vollsliindig regelmiissige. Je nach dcr 

Be.schi»frenheit der cinzelncn Bedhrfnissgruppcn kann sie bald geringer sein, 
viellcicht zum Stillstand gclangend, bald in raschen Spriingen cmiwrstcigen. 
Staatwiiihsckafty ® §§210,211. , 
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State’s relation to its subjects, and yet maintain the justice 
of proportional taxation, are guilty of incoirsistency, explic¬ 
able only by their dread of the often-described evils of 
progressive taxation. 

To this ingenious contention the answey is that, granting 
the derivation of the rule of proportional taxation from the 
•assurance theory,’ the refutation of the latter docs not upset 
the former, since a true conclusion may result from fal.se 
premises. Hut c\en this concession need not be m.ule. It 
has been argued in the present cha|)ter th.it the exploded 
doctrine of ‘ assuranee ’ would logically le.ul not to pro|)or- 
tional, but to what has been calleil ‘regressive’ taxation, 
i.e. to a lower percentage on large than on small incomes. 

§•9. h'xperience of the actual working of jirogressive 
systems might be e.xpected to throw light on the reality of 
the evils attributed to them and their real operation. A 
large amount of evidence has been collected with this object 
by very com|)etcnt inquirers," but, unfortunately, the results 
arc not decisive. Most of the cases discussed arc those of 
•Swiss cantons or the smaller (ierman .States. ( I'he short¬ 
lived income-tax of the United States and the progressive 
income-ta.x of I’russia are the chief e.xceptions.) Now, 
the financial arrangements of small political bodies arc un¬ 
doubtedly full of instruction and deserve attentive study, 
but they belong to the domain of local rather than 
general finance. The conditions of working are therefore 
different, and there is to some extent room for the use 
of a different principle of distribution,^ since the public .ser¬ 
vices rendered by locabbodies do often allow of an estima¬ 
tion of their value to individuals, and, besides, have to be 
considered in conne.xion with the taxation of the State. 

The peculiar economic conditions under which [irogres- 

* The pt-oi^-ession <) rchottn: of Frencli economists. 

* Neumann, J^ro:^ressive EinkomtnensteKcry passim ; Leon Say, Ac.f /rnpofs 
Dchnoiratiqucs, i. 203 258 ; ii. 225 -264 ; I.croy-BeauHen, i. 152-156, 160 -16S ; 
Cohn, §§ 213, 214 ; I*alj;ravc, * I’rogro.ssivo 'I'axation in Switzerland, 

of the Slalisticat Society^ ii. 225-267 ; Scli^nian, Pnapressive Taxation^ I’aiT I. 

* See § 13 ; also ch. 6 of the present book, ‘ Principles of Local Taxation.* 
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sive taxes have been applied are clearly shown in the dis¬ 
cussions respecting their operation, which are chiefly con¬ 
cerned with the danger of forcing capital to emigrate and 
that of undue discrimination against particular persons. 
Both are real and serious in a small urea ; within the wider 
boundaries of a nation their probability would be smaller. 
It is hardly conceivable that the English Chancellor of the 
Exchequer should arrange his scheme of taxation with- 
reference to any small number even of the wealthiest tax¬ 
payers ; nor would the emigration of capital be caused by 
even a fairly heavy tax. On the other hand, the facilities' 
for assessment are much increased by having to deal with a 
limited district in which the income and property of each 
resident can be ascertained with a close approach to.the 
truth, and as incomes arc in no case very large, there is not 
the same room for injustice. Progre.ssive taxation could 
not be easily applied in national finance. The forms of 
wealth are very numerous, and can be so placed as to 
escape the tax-collector’s notice when he has to deal 
directly with income as a whole. .We have, therefore, no 
evidence sufficient to modify the unfavourable conclu¬ 
sion reached on general grounds respecting progre.ssive 
tu.xation.* 

§ 10. The idea of .securing equality of .sacrifice while 
escaping the dangers of unregulated progression has led to 
the adoption of what is known as ‘degressive’ ta.xation, a 
system in which a uniform rate of tax is levied beyond a 
prescribed limit; but incomes under that limit are either 
altogether exempt, or rated only for a part of their amount. 
Some of the so-called progressive taxes in Switzerland are 
really of this kind. Thus in Zurich 500 francs are free, the 
exce.ss up to 1,500 francs is rated at only one-fifth, the next 
1,500 francs at two-fifth.s, the next 3,000 at three-fifths, and 
the next 4,000 at four-fifths, anything beyond being rated 
at its full amount, an income of 12,500 francs (iTSoo) 

i 

* Particular instances of pr<^ressive taxes will be considered in Bk. iv. chs. 4 
and 9, * Taxes on Property and Income/ and ‘ Taxes on Successions.’ 
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would only pay on 8,300 francs.^ By this method the 
confiscation of the higher portions of income can never 
hapfjen, but there is still an arbitrary power of fixing the 
several scales which is inconvenient, while this form of 
progression is particuWirly open to the charge of unproduc¬ 
tiveness, and is somewhat hard to work owing to the minute 
subdivisions that are usually made. 

Degressive taxation may, however, like the more moderate 
forms of progression, be employed rather to secure than to 
destroy proportionality of taxation, as it affects only one 
part of the tax-system, and may correct ineciualities in other 
directions. When the articles consumed by the poorer 
classes are heavily taxed, they would contribute more than 
thoir share to the maintenance of the State were they not 
relieved through the income and ])roperty taxes. This is 
one of the rea.sons for the exemption of incomes of ;£^i6o 
and under from income ta.x in the United Kingtlom and the 
abatements on those up to £700. The iluties on tea, sugar, 
tobacco, spirits, and corn, which chiefly .affect the smaller 
incomes, are thus balanced, and a substantial equality (or 
what is believed to be such) attained. The rule of propor¬ 
tionality is applicable only to the whole tax-system, and it 
may be necessary to have several partial inequalities in 
order to establish that final equality which is one of the 
principal merits of a financial system. 

§ II. Another ground for modifying the ride of propor¬ 
tional taxation exists in the doctrine th.at net income is the 
sole available fund for social objects. If certain kinds of 
expen.se be necessary and unavoidable, it seems that any 
income which only suffices for meeting them should be 
exempt from taxation. On the supposition that the 
labourer’s wages arc just enough to keep him alive, the 
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slightest extra charge will lead to his death, unless he is 
relieved from some other quarter. Taxation on the mini¬ 
mum of subsistence must, by the nature of the case, be paid 
by somebody else. The Physiocrats, as we saw,' extended 
this argument to the interest on capital, but their successors 
have not accepted this extreme view. However, the doc¬ 
trine known as ‘the exemption of the minimum of subsist¬ 
ence’ is widely spread. Among its supporters in one form 
or other may be reckoned Justi, Sonnenfels, Bentham, Sis- 
mondi, Hermann, and J. S. Mill, and it long received recog¬ 
nition in the luiglish system of taxation, in the avoidance 
of duties on the necessaries of life, while, as just mentioned, 
incomes up to ;^ji6o per annum are free from direct taxation.^ 
The different interpretations put on the doctrine need te.be 
distinguished. The primitive and most natural meaning 
is that which limits it to the absolute necessaries of exist¬ 
ence, though here there is room for doubt as to the cor¬ 
rectness of including the expense of maintaining a family 
under this head. The wider use of the term to cover ‘ the 
sum of the means of support which, according to the 
standard of a given period, is required for the conduct of an 
existence worthy of inan,’“ would extend the e.xemptioii far 
beyond the limit of physical necessaries, and would almost 
reach to the exclusion of whatever expenditure is neces¬ 
sary for the earning of the person’s income from the amount 
to be taxed.* By regarding the outlay requisite for the 
support of each grade of income and its expenses of pro- 

• ' lik. iii. ch. 2, § 6. 

® The effect of local rates an<l the shifting of taxation do in fact put some 
of the pressure on the very poor, hut the statement in the text is true of the 
immediate elVect of imperial taxation up to the recent changes by which sugar 
and imported corn have been pul under taxation. 

* Schmidt, Steuctjfcihcit des JLxisUmiuiitiniurnsy 4, 5* 

* The criterion of ‘necessaries’ varies according to the class concerned. 
‘ We may say that tlie income of any class in the ranks of industry is below its 
necessary level when any increase in their income would, in the course of time, 
]>roduce a more than proportionate increase in their eQlciency.’ Marshall, 
Prifuipjes 0/Economics ed.), i. 139. 
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cluction, we might bring the fund available for taxation 
down to a very small amount. • 

Such a construction of the doctrine may be dismissed 
as impracticable. The subject’s outlay is determined by 
himself and is directed for his own advantage. The onl^ 
ground for doubt would be the possibilfty of e.xpcnditure 
on these ‘necessary’ items being curtailed in consequence 
of the tax. This effect would be very improbable unless 
the rate of taxation were so heavy as to show bad adminis¬ 
tration, but even in the limited case of physical necessaries 
the argument for remission is not so clear as might be 
thought. The danger of relieving the lowest class of labourers 
from nearly all the burdens of the State while it holds pre¬ 
ponderating political power is apparent. Again, there is 
much force in the view that public expenses are a part of 
necessary expenditure. ‘ The State,’ argues Cohn, ‘ belongs 
as much to the life of every civilised man as his daily footl 
or the air ; without the State a civilised exi.stence is not 
thinkable. The minimum of ever)' moral existence includes 
the blessings of the Stiite. It follows that the minimum of 
outlay for existence must also include the neccs.sary ex¬ 
pense of the State.’ ^ Why should not the jjoorest citizen 
pay something towards security as well as purchase the 
bread that supports him ? The practical side of the 
question .seems rather to favour the English policy of the 
later years of the nineteenth century. So far as the argu¬ 
ment from ability is concerned, it is plain that tho.se who 
barely possess the means of subsistence have little or no 
ability to contribute. .In any country where legal provision 
is made for poor relief it would seem that to tax those at 
the point of minimum subsistence would be simply to 
drive them into the ranks of pauperism, and to take with 
one hand in order to give back with the other. The 

> In Polilkal Science Qnar/erly, iv. 64-5. Cp. ‘ Her Slant ist filr allc ein 
BedUrfniss, soine E-vl.slenz ist Air ilic Gesamnitlicit notliwendiger als das Lcbcn 
eincs Einrelnen.’ Held, Einltommensleuer, 103. 
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cost and trouble of raising money by direct taxation from 
the poorer classes, added to the foregoing considerations, 
strongly supports the method of exemption from direct 
taxation of the smaller incomes with the employment of 
moderate taxes on the luxuries of the,poor.‘ When exemp¬ 
tion is claimed for the minimum it can only be on the 
ground that it will be employed in buying necessaries; 
any other application of this amount fairly brings it under 
the weight of taxation.^ 

§ 12. The question of justice may also be raised in 
respect of incomes that differ not in amount but in origin. 
As usually debated, the point is confined to the ca.se of an 
income tax, but it is really wider, and applies to all forms 
of taxation. To put the issue in the simplest way, let us 
suppose that of two persons one. A, obtains by his exertions 
;^50O per annum ; the other, li, obtains the same sum from 
the rent of land or from interest on capital. Is it just or 
expedient that A should pay the same sum in taxes that B 
does ? The most natural answer is a negative one, and 
many persons have proposed that the capital values of 
the two incomes should be taken as the basis of taxation.^ 
A little reflection will, however, show that under certain 
conditions there is nothing unjust in the arrangetnent. A’s 
income, it is true, is less durable, but so is its chance of 
taxation. The permanence of B’s receipts involves like¬ 
wise permanence of ta.xation. So long then as the public 
charges are uniform, there is no reason for complaint. 
Special occasions will sometimes occur in which extra- 

' Mill’s view on ihe subject, though his conclusion is the same as that in the 
text, appears to be inconsistent with his views on population and his criticism 
of allotments {rrituiplesy Bk. ii. ch. 12, § 4). Would not taxation of the 
minimum tend to check population, and exemption tend to increase it ? 

* The doctrine of the exemption of the subsistence minimum received a new 
application in the discussions on Irish taxation. The error pointed out in the 
text was adopted by Mr. Sexton in his report, and countenanced by Sir R. 
Giffen. See Tke Final Report [C. 8262], 7&-1. Cp. Book hi. ch. 2, § 8, 
and infray % 15. 

* See the reports and evidence of the Parliamentary Committees on the 

Income Tax 1852-53 and 1861, especially the evidence of Newmarch, Farr, 
and J. S. Mill. • 
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ordinary expenditure actually is, or is deemed to be, neces¬ 
sary, and then it seems that as there is extraordinary 
call it ought to come from the capital rather than from the 
income of the community. A convenient mode of realising 
this end would be the»imposition of an additional property 
tax, which, being met out of the income of the holders, 
would accomplish the end of taxing permanent incomes at 
a higher rate.' Another mode would be to meet the in¬ 
creased outlay by loans to be rejiaid in a .series of years. 

In practice the difficulty is not so great; the distribution 
of burdens can never be accomplished with mathematical 
precision. The avoidance of real and sgrious grievances is 
all that can be expected, and the actual working of the 
fintwicial system meets these in a tolerably .satisfactory 
manner. Necessity compels recourse to loans whenever 
there is any large extraordinary outlay, and thus the par¬ 
ticular holders of incomes from labour are in fact relieved. 
Again, the two categories are not so sharply divided as is 
supposed ; they shade into each other at many points ; and, 
moreover, the return on pro|)ert)' (as distinct from ‘unearned 
increment’) is itself the result ol sav'ing, and entitled to as 
liberal treatment as any other form of revenue. The 
technical difficulties that surround any attempts to differ¬ 
entiate incomes belong to a later part of our inquiry.’' 

The foregoing considerations .are helpful in considering a 
very diffcaent propos.al, also aiming at a de|)artnre from the 
rule of t.axation in [)roportion to income, viz. that which 
as.serts that expenditure alone shendd be taxed, s.avings 
being entirely exempt. The reasons given in support of this 
privilege are (l) that saving is not enjoyment, but a useful 
social process that deserves encouragement ; and (2) that 
savings, unless exempted, would pay twice ovt:r, viz. first 
at their origin, and again when they yield a furlher re¬ 
turn after investment. It may be freely allowed that to 

* Sec tlie pro|H>sal <tf Mr. liliinclcn for a lax <jn the yiel<l <'f properly {t.€. 
in fact, a dinferential income lax). Kconomic Journal^ vii. 607 

* lik. iv^h. 4, ‘ Taxes on I’roperly and Income.’ 


Y 
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encourage providence is desirable, but it docs not follow that 
exemption from* taxation' is the proper mode for so doing. 
If income be the normal fund from which taxation comes, 
and if it is on its amount that the measurement of the 
burden is to be taken, an arbitrary separation of a certain 
part is obviously objectionable. The line between saving 
and expenditure is besides a thin one ; the true distinction 
should rather be between productive and unproductive 
expenditure, i.e. the result of outlay ought to be the test, a 
plainly impossible course in practice. Further, it may be 
said that many forms of productive outlay arc just as 
enjoyable as any non-productive one, and .some forms of 
the latter arc socially preferable to others. There is, in 
reality, no reason for a sharp division into two classes, 
whether we take enjoyment or social advantage as the 
basis. Practical finance could not deal with such shades 
of difference as would be the apparently fair course. The 
same consirleration may be applied to the case of tem¬ 
porary and durable incomes, the former of which are very 
variable in character. 

To the plea of tlouble taxation it may be re|)lied that 
taxation is im[)osc(l on income as such, that the wealth 
which is ta.xed as income is not identical with the extra 
produce that is the result of its ap[)lication, and the charge 
on each is distinct. The income out of which savings are 
made cannot be the same as the subsequent income pro¬ 
duced by those savings.^ 

There is, it should also be noticed, a direct opposition 
between the proposal to relieve temporary incomes and 
that to c.xempt savings from taxation. What is the balance 
of advantage in getting a premium to save, only to clLscover 
that the earnings which result from that saving will be 
subject to heavier payments ? The broad and simple 
principle of taxing all incomes alike, and of taxing all that 
is income (allowance being made for the action of taxes on 
consumption in the case of the smaller incomes), apijears to 
* Sec Vockc, Abgabtn, 471-2. * 
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attain the result of just distribution quite as well as the 
more refined discriminations so oftqn suggested. Should 
any further adjustment seem necessary in a particular 
system, it may be reached by a nominal property tax,^ or 
by duties on inheritaAce. . • 

§ 13. The principal theories and contentions on the 
subject of the just division of taxation have now been 
considered, and it remains to state the general results 
which seem to be warranted. The attempt to measure 
taxation by the amount of service rendered has been recog¬ 
nised as hopeless and due to an erroneous theory of the 
State’s nature, but it contains a small element of truth. 
Where specific and measurable advantages are rendered to 
individuals or groups, direct payment for those services 
ought to be obtained, either in the course of exchange 
or by the payment of fees, or, if neither method can be 
employed, by a special tax. Cases of the latter are very 
rare in general, but they hold a more prominent place in 
local finance. Indeed, as we shall .see, the division between 
local and general taxation is itself a case of making those 
interested pay for special services, and in the detailed 
division of local charges the same principle can often be 
applied. 

The use of ‘ ability ’ or ‘ faculty ’ as a measure of taxation 
is encumbered by the necessity of defining its true meaning. 
We have seen reason, chiefly on practical grounds, for 
rejecting the interpretation which issues in the .system of 
‘progressive’ taxation. Its fiscal productiveness is slight, 
while its economical, effects are likely to be injurious. 

, Between the system of payment as recompense for state 
services, which would naturally lead to regressive taxation, 
and the system of progression, resting on the idea that 
sacrifice should be equalised, the intermediate method of 
taxation in proportion to income is on the whole the best 
standard for regulation. Its true foundation needs to be 
carefully appreciated. It cannot claim to be a realisTitiori 

• a tttx assessed on amount of property, but really paid out of income. 

Y 2 



3*4 


PUBLIC FINANCE 


BOOK Hi 


of exact distributive justice; it is rather to be accepted as 
a convenient and fairly definite working rule of finance, or 
at the utmost as supplying a measure of what may be called 
the objective side of ability. Income, when the lower 
grades are passed, is, we may hold, a fairly good mark of 
power to contribute, provided we make abstraction of indi¬ 
vidual circumstances. 

In the same spirit we can solve the problem raised by 
the exi.stcnce of incomes at the minimum. Financial con¬ 
venience combines with economic conditions to make it 
desirable to exempt the smaller revenues from direct taxa¬ 
tion where the duties on articles of common consumption 
are productive. Where it is possible to relieve necessaries 
from taxation, the minimum of existence is in fact free; 
where the needs of the Exchequer prevent this being done, 
the pressure placed on the lowest class is of a kind not 
much felt by them unless the rate of taxation is excessive. 
To tax the very poorest is a sad necessity, but where the 
want of revenue is urgent, not inconsistent with justice ; 
there is a real advance when national wealtli has reached 
so high a point that the lowest class are called on to con¬ 
tribute only through their luxuries, but the highest stage is 
that in which the improvement of .society is such that all 
clas.ses arc in a position to pay their share as citizens for 
the common services of the State. 

Thus it appears that the distinction between temporary 
and permanent incomes, as also that between expenditure 
and savings, may, speaking generally, be disregarded 
in practice as involving subtleties unsuitable for fruitful 
application and to a great extent cancelling each other, 
and the icsult is that on the whole, and speaking broadly, 
taxation should be proportioned to revenue, by which a fair 
approximation to justice and a convenient basis of working 
arc supplied. 

§ 14. One class of revenue is so peculiarly situated that 
its position deserves special notice, viz. that which arises 
from ‘ unearned increment’ in the widest sense of the term. 
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including the growth of rent from land, monopoly profits, 
and the gains of speculation.^ The charJlcteristics of this 
class seem to have marked it out as peculiarly suited for 
taxation. The physiocratic tax on land was not, indeed, 
due to this idea of it*as yielding .a monqpoly gain, but the 
practical result was just what it would have been in that 
case. Adam Smith distinctly notes the fitness of unearned 
gains for special taxation. ‘ Ground rents and the ordinary 
rent of land are,’ he holds, ‘ perhaps the species of revenue 
which can best bear to have a peculiar tax imposed upon 

them.Nothing can be more reasonable than that a 

fund which owes its existence to the good government of 
the State should be ta.xed peculiarly,”^ while later on he 
widens his view by declaring that ‘ the gains of nioiiopolisls, 
whenever they can be come at,’ are ‘ certainly of all subjects 
the most proper’ for taxation, a doctrine the truth (jf which 
as a general statement can hardly be denied. Regarded by 
it.self, unearned we.ilth seems, as it were, rlesignated to 
supirly the public wants of the communitj','’ and there is no 
reason for surprise at the popularity of any [)r(iposals in 
that direction. But the imposition of t.ix.ition must be 
studied not simply with regard to a single general fact, but 
to the whole eccrnomic and financial constitution of the 
society. The obstacles in the way of this form of special 
taxation are .serious enough. To begin with, it is not 
always easy to say what gains are ‘ unearned.’ The rent 
of land and the receipts from [)ure speculation are the first 
examples, but the line that separates pure rent from profit 
rent is not so readily detcrmincal. As Adam Smith remarks 
in this connexion, ‘The ordinary rent of land is, in many 
cases, owing partly at least to the attention and good 
management of the landlord.’* In a new country the gain 

* All included in the Cierman * Conjumlnr^ewinn* Cp. Profe.ssor Mnrsliall’.s 
explanation of ‘ Conjuncture Principles of Economics, i. 656. 

® Wealth of Nations^ 356, 378, • 

* For a forcible statement of this view see (leorge, Social Problemsy 205-208. 

* Wealth of Nc^ionSy 356. 
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from land is profit rather than rent,^ and as society advances 
the investment di capital in land improvements complicates 
the problem. In the ca.se of commercial speculation it is 
not pure accident that determines gain. Speculation is 
rather, as Cohn well describes it, the struggle of intelligence 
against chance.^ To tax the profits of speculation would 
check the operation of the economising force of competition. 
•Monopoly gains are better fitted for extra burdens, and 
where excessive profit is obtained, through natural or legal 
monopoly, there is good reason for obtaining at least some of 
the advantage for the public. But these cases are so few as 
to form but a trivial financial resource. Railways, banks, 
and some other companies are the principal examples of 
possible monopoly, and among them the amount of exaes- 
sive profit is not considerable. Two further circumstances 
diminish still more the importance of this extra source of 
tax revenue, viz. (i) the existence of losses that counter¬ 
balance unearned gains. If individuals engage in a venture, 
be it cultivation of land or industrial enterprise, they can 
hardly be called on to give up their surplus gains unless 
they are guaranteed against possible loss. A landholder 
will not care to develop his property with the certainty 
before him that his accruing ‘producer’s surplus’ will be 
appropriated by the State, while he has no security for 
ordinary interest on his outlay. The same feeling will be 
even stronger in industry and commerce than in agriculture. 
Just as weighty is (2) the fact that with a system of private 
ownership and a developed economic organisation the titles 
to these ‘unearned gains’ are in a constant process of 
transfer, and future values are estimated in the prices given. 

* Cp. Sumner, Li/e of Jackson^ 184-5 » Marshall, PrindpUSy 486-7, 

* * Die Speculation ist nicht bloss, wie Lassalle behauptet, “ ein Rathen auf 
die Wirkungen, welche die unwissbaren Umslande hervorbringen warden. ** 
Sie ist mehr als das. Sic ist der Kampf der mit Kenntniss der wissbaren 
Umstande aus^erUsteten IntelUgenr gegen die robe Ucl^rmacht des Zu&Ils,* 
Cohn,;§ 343. On the important functions of speculation in the modem 
economic system see Hadley, Economics^ ch. iv., and the fuller discussion in 
Emery, Speculation on the Stock and Frodteee Exchanges of the U,S* 
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The anticipated future movement of rent is registered in the 
price of land. Premiums on shares measure the gain from 
speculation or monopoly. Justice could therefore be attained 
only by taxing each increase immediately on its e.xisfence 
being noticed, an evidently hopeless endeavour. For these 
reasons it is desirable to narrowly limit special taxation of 
monopoly values to the clearest and best established cases, 
and for the rest to rely on the increased productiveness that 
this unearned wealth will give to the ordinary taxes. This 
conclusion, it may be added, does not ajiply to any existing 
land taxes, which may be plausibly regarded as reserved 
rents, nor docs it cover the specially interesting case of 
ground rents in towns, where the effect of public e.xpcndi- 
tuBC introduces a new and difficult element, and one which 
strictly belongs to the domain of local finance.^ 

<5 15. So far we have dealt with taxation as if it were 
applied to a single country or district in a state of com¬ 
plete i.solation, and have sought to discover the just 
distribution of the burden between the inhabitants. 1 his 
is, indeed, the most important part of the equities of taxa¬ 
tion. But its examination docs not exhaust the area of 
inquiry. Some interesting and difficult questions remain 
for discussion. One, which has lately attracted much 
notice, is the proper division of taxation between the several 
parts of a common realm. To put the issue interrogatively : 
Is there a rule of just distribution between districts or 
countries similar to that between individuals, and, if .so, 
what is its nature? It is necessary in order to obtain a 
satisfactory basis for discussion to begin by distinguishing 
the different cases. Taking first the loosest form of con¬ 
nexion we find tu^o, or more, countries undei a comm<.)n 
ruler, but with independent governments and distinct 
financial systems, and having to make provision for certain 
common e.xpen.ses. Here it is hardly possible to lay down 
any general rule. The comparative benefit of a pdrticular 

* For state ownership of land see Bk. ii. ch. 2, § 4. On llic I.and Tax, see 
Bk. iv. ch. I : and for taxation of ground rents ch. 6, § 5 of the present Book. 
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service to the countries appears the fairest standard, but 
this, owing to the great difficulty of estimating it, is 
generally replaced by some test of presumed service or 
comparative ability, no very clear separation being made 
between the two bases. Thus the dijSlomatic and consular 
services of Sweden and Norway have been met by joint 
contribution. The relation of the United Kingdom to 
India has led to more elaborate treatment of .some joint 
services and a good deal of debate as to the justice of the 
particular arrangements.' Political convenience and the 
spirit of compromise are the really controlling forces in 
such a situation. 

The second class of cases is that in which a distinct finan¬ 
cial system isformed tomeetthoscexpenscs that arc regarded 
as ‘common,’ the ncce.s.sary revenue being obtained by con¬ 
tributions from the divisions in some settled proportion. 
The determination of the proportion necessarily raises the 
question of the projser rule to be applied, and the disputes 
as to the principle of benefit against that of capacity or 
ability arc sure to make their appearance. In the most 
prominent actual examples a rough empirical rule has been 
employed. ‘ The value of all land within each State . . . 
as such land and the buildings and improvements thereon 
shall be estimated,’ was the standard in the United States 
under the ‘ Articles of Confederation.’ ^ The respective 
quotas of Austria and Hungary by the compact of 1867 
were 70 per cent, and 30 per cent. That any crude arrange¬ 
ment of the kind can realise justice is almost impossible. 
There is no single criterion of ability and no definite measure 
of proportional advantage. As Alexander Hamilton de¬ 
clared, ‘ The attempt to regulate the contributions of the 
members of a confederacy by any such rule cannot fail to 
be productive of glaring inequality and extreme oppres- 
* See the Reports of the Commission on ‘ Indian Expenditure ’ [C. 8258. 9 ; 
Cd. 130.131] especially iv. 90-127 (ch. 3 of Final Report) for an examination 
of the heads of outlay where joint contribution was suggested. The governing 
principle propounded was that of ‘ common interest/ which apparently means 
‘ common benefit/ * Article 8. 
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sion .3 The most feasible course in the face of this difficulty 
is to provide for an automatic re-adjustment, based on the 
chief elements of ‘ advantage ’ and ‘ capacity ’ to take place 
at definite periods. It may, indeed, be said that the 
relation is too unsiftisfactory to be durable unless in. a 
very exceptional situation.^ 

^ In a true federal union the conditions of the problem 
are altered. Instead of an arrangement between separate 
political units there is a system of taxation operating on 
persons, natural or juristic, and enforced by sovereign 
authority. The question of equity is then reduced to the 
problem which has occupied the preceding sections of this 
chapter, viz., the just division of the charge amongst the 
‘subjects’of the tax-.system. Nevertheless there maybe 
room for complaint on the special ground tiuit the actual 
taxes press unfairly on some districts as com|)arcd with 
others. In a federal union indirect taxation is allotted to the 
national government, ‘ State ’ governments being coufinctl to 
direct taxc.s. By this division, which has undoubted advan¬ 
tages,^ the central government has the opportunity if so 
dispo.sed of burdening some States to the advantage of 
others.* Constitutional provisions are .some slight safe¬ 
guard, but, as in other r.asc.s, they [>rove to be inconvenient 
and not always effective.® 

1 'J'he P'ederaliit (Letter 21) 123 (Lodge’s ctlition). 

® The financial weakness of the * Confederation ’ was one j^rcat reason or 
the adoption of the present Constitution of tlie United Slates. * Finance was the 
great overwhelming trouble wliich laifl hare the fatal vices of our political 
system, and it was on financial rocks that the rickety Confederation was 
clashing itself to pieces.’ II. C. Lodge, Alexander JIatniltoUy 39. The 
peculiar condition of the Auslro-Ilungariau Emjfirc arcounl.s for the retention 
of the present system. * See infray lik. iii. ch. 6, § 3. 

* The history of the United States, Switr.erland, and Germany supplies 
instances. Hamilton admits the difficulty but seeks to extenuate it. ‘Imposts, 
excises, and, in general, all duties upon articles of consumption may be com¬ 
pared to a fluid which will, in time, find its level with the means of paying 
them.* Federalisty 124. The whole paragraph is worth reailing a.s an early 
example of the equal diffusion theory. Cp. Seligman, Ittcideneey ^33-4. 

® The provision in the United States’ Constitution respecting direct taxes wa.s 
designed for this purpose. It has had the serious effect of preventing the 
establishment of an income tax. 
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The unitary state ought, it would at first sight appear, to 
be free from any complication of the kind, but when 
several countries have been united into a single State the 
question of just distribution between those countries may 
be, raised. A remarkable example is* that of the United 
Kingdom. By the Acts of Union, Scotland (1707) and 
Ireland (1801) were combined in a legislative unity. From 
the first the excise and customs were applied to the whole 
of Great Britain, the lanil tax alone being arranged on a 
proportion. In the earlier years of the Irish union, in 
consequence of the large amount of the debt of Great 
Britain, separate Exchequers were retained and the un¬ 
satisfactory plan of quotas was adopted, the Irish contribu¬ 
tion being two to the British fifteen. Owing to the resil 
Iri.sh contribution falling short of this proportion—it only 
amounted to ‘ one ’ out of ‘ thirteen ’—the Irish debt was so 
much increased that con.solidation of the Exchequers be¬ 
came possible, and was carried out in 1817. One limiting 
principle was enacted in the Act of Union—that no higher 
tax should be imposed on an article in Ireland than in 
Great Britain, and for many years higher duties were levied 
in the latter country. Substantial equality of rates was 
not, in fact, reached till 1858.' Since then there has been 
equal taxation of persons similarly situated in any part of 
the United Kingdom. 

This, however, it has been argued, does not secure true 
equality. Though the rates of taxation are the same, the 
practical result is to impose on Ireland a charge, excessive 
as compared with her ‘ resources ’ or ‘ taxable capacity.’ 
Deducting subsistence, which should be untaxed, the 
available surplus is small and is kejit down by o[)pressive 
taxation imposed in contravention of the pledges given at 
the passage of the Act of Union.** 

* The Income tax reimposed in England in 184a was not extended to 
Ireland till *1853. The Irish spirit duties were equalised only in 185$. 

® See the Report of the Commission on Irish Financial Relations, especially 
the memoranda and evidence of Sir R. Giffen and Mr. M. O’Brien. For a 
more extreme view see Lough. En^aneCs Wealthy Ireland's Poverty^ 
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To this case the usual reply has been that under a common 
system of taxation the question of justice is one between 
persons, not between countries. If tlie several indivitinals are 
fairly treated the aggregates composed of them can suffer 
no injustice.* The general principle that all taxation must 
fall on persons* gives force to this plea. There are, Iiow- 
ever, some considerations in qualification of this generally 
sound principle. Taxation may be equal as between 
persons of the same class, but very unequal as between 
those in different classes. A large use of indirect taxes will 
press severely on the poorer classes of society : the income 
and inheritance taxes will fall chiefly on the rich. It can 
hardly be denied that duties on tea, sugar, spirits, and corn 
would be more felt by the Irish population than an 
equivalent increase of the income tax. Again, the articles 
selected for taxation may be those principally consumetl in 
one country, while their substitutes in other countries may 
be free or lightly taxed. Further the tax .system may in¬ 
juriously affect the production of one country while sparing 
that.of another. It is true that a well organi.sed financial 
system will avoid these evils, which result from non-observ¬ 
ance of established principles, but the fact that they come 
out prominently in the case of a country may lead to their 
speedier detection. It must also be remembered that two 
couxitries may not be suited for a common financial 
■system. Difference of habits and institutions may be so 
great as to render it impracticable. On the other hand 
there,can be no doubt that where it is possible fiscal union is 
an enormous benefit, and substantial unity of taxation, 
when once attained, is too great an advantage to be lightly 
surrendered. Attempts to prove inequality of taxation on 
the ground of supposed inferior taxable capacity rest on 
too indefinite a basis to be safely applied in practice.* 

' This was the position occupied by Mr. Gladstone, Sir S. Ntirthcole and 
English finance ministers generally in dealing with this question. 

® Bk. iii. ch. i, § 3. 

* Cp. the several estimates made for the * Financial Relations ’ Commission. 
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Should it appear that one territorial part of a State is over¬ 
taxed the true remedy is a reform of the tax system ; this 
course wilf have the additional merit of relieving those who 
are suffering in like manner in the other divisions, while 
not affecting those in the particulai- area who are not 
really injured. It besides keeps closely to the rule of 
dealing with persons as the real tax subjects. 

§ i6. Another important class of problems is that con¬ 
nected with international taxation. The conception of a 
country or even a group of countries as isolated or self- 
contained is far from according with the actual conditions that 
prevail in any modern society. Owing to the development 
of trade and of international relations generally, the resid¬ 
ents in a country have varied economical ties with other 
lands. Many of them draw part of their revenue from 
abroad and are interested in foreign industrial arid com¬ 
mercial undertaking.s. Increasing liberality in bestowing 
the privilege of naturalisation and the reduction of aliens’ 
disabilities encourage foreigners to hold property, and thus 
bring themselves within reach of the taxing power of the 
State. This steady growth of international dependence gives 
much greater importance than formerly to the difficult 
problem of double ta.xation, and makes it essential to con¬ 
sider the chief cases coming under that title. But in so 
doing we need not enter into the imposition by a State of 
different taxes on the same object, nor into the apparent 
double ta.xation of pcrson.s. Whatever be the proper rule 
of distribution, any kinds of taxation, however complicated, 
which conform to it are justifiable. Thus the corporation 
tax—now being developed in the American States—is seen 
on analysis to be in reality taxation of the shareholders in 
the corporation, and is therefore to be counted in estimating 
the total burden on them.^ 

Also Sidgwick’s * Note,’ ib. ii. 182 ; see in addition, Economic Journal^ vi. 
189-94, and Bela Foldes, Finanz^Archiv^ xvii. 798-9. 

* For scientific discussions of this question see Adams, Science of Finance^ 
449-64 ; Seligman, Essays^ ch. 8. The great development of industrial com¬ 
panies in America, and the peculiar restrictions of the federal constitution 
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Exclusion of the cases of apparent double taxation leaves 
a clear road for the examination of international as distinct 
from domestic taxation, or—to put the distinction more 
accurately—the conflict between different tax jurisdictions. 
One instance may be easily disposed of, viz. that in which 
a citizen removes himself and his property from one country 
to another. Here the country that he leaves has no right, 
and in fact no power, to exact contributions from him. 
He belongs altogether to the country of his adoption. 
More difficult in practice is the case in which the owner of 
property resides abroad and draws his revenue for use in 
the country in which he dwells. Here it may be asked, 
how shall the charges of the two States be distributed in 
aij equitable manner, or what guiding principle should be 
employed ? On the old protection or assurance theory, 
it would follow that the country of residence should be paid 
for protecting the person, and that where the property lies 
for guarding it ; but as this doctrine is now exploded, we 
must look elsewhere for an answer. It would .seem 
reasonable that special taxes on property or local rales 
should be assigned to the country of situation, while the 
general income, tax and indirect taxes on commodities 
consumed by the person wr)ukl accrue to the country of 
residence. But this course is not free from difficulties. In 
the first place, it is by no means easy to draw a clear line 
between the general income tax and the special produce 
taxc.s. Then, certain forms of income derived from abroad, 
rent of land, may claim exem))tion. A still greater 
difficulty is found in the attempt to deal with those diverse 
forms of immaterial property which pass .so<rften from hand 
to hand. The foreign stockholder and still more the 
foreign company give rise to almost insoluble puzzles.^ 
Finally the treatment of wealth passing at death when the 

have given the corporation tax proniinunce which it has not received elsewhere. 
The formation of international trusts and combines will probably increase its 
importance in European finance. 

' Interstate taxation of comiianics in America and the income th rived from 
colonial investments by residents in England may Ixi referred to in illu.stration. 
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deceased possesses property in two or more countries 
requires careful consideration.^ One broad principle—that 
of reciprocity—might seem to afford a satisfactory solution, 
but where the countries are very differently situated even 
this method fails. Taxation of colcfnial property when 
held by residents in the United Kingdom would not be 
counterbalanced by similar taxation of British property 
owned by residents in Australia. It becomes necessary to 
obtain fairness as well as nominal equality, and this can 
only be reached by international agreement.® In a federal 
State such problems should, it seems, be decided by the 
central authority, or by constitutional provisions. In the 
analogous case of local taxation, another method—the 
separation and limitation of the forms of revenue used for 
local purposes—is advisable.® 

§ 17, Our judgment as to the equity of any particular 
distribution of the pressure of taxation will depend on the 
view that we take of the results to be attained. Even 
when taxation is limited to the supply of the public wants 
the [>roper division of its weight may vary according to the 
amount and character of the services supplied by its em¬ 
ployment. Where state functions are confined to the nar¬ 
rowest possible field, the poorer classes may claim to bear 
a smaller .share than if—as in many modern societies—they 
were largely benefited by public expenditure. But from 
the difficulty of discrimination it seems better to adhere 
to the general rule of distributing taxation without direct 

^ The discussions on the Finance Act of 1894 res^iecting the levying of the 
estate duty on properly simultaneously taxed in the Australian colonics supplies 
a good illustration. 

* It should be noticed that the introduction of progression into the tax-system 
tends to increase the difficulties connected with double taxation, as in the case 
mentioned in the preceding note. 

* See Bk. iii. ch. 6, §§ 3,4, and on the whole subject of ‘ double taxation * cp. 
Cohn, §§ 223-228, Roschcr, § 63, Wagner, ii. 406 sq. Recent contributions 
to the subject are Seligman, Essays^ 95-120 ; Walker, Double 7 'axation in 
tke United ‘ States; Westlake, Economic Journaly ix. 365-374; Flora, Le 
Finanze degli Stati Composti; A. Garcili, Diritto Internazionale Trihutario, 
Prof. Westlake’s article is the first indication of study of tire subject in 
England. 
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referencfe to the results of expenditure on the different 
classes. Injustice of this kind ought‘to be corrected, 
not by redistribution of taxation, but by alteration of 
outlay. 

There is a tendency in recent years to take a wider view 
of the functions of taxation than the purely financial one. 
Its agency is regarded as valuable, not solely for the 
resources that it brings into the State, but for the effect 
that it produces on the distribution of wealth. By the use 
of a properly adjusted tax-system the inequalities of wealth 
may, it is thought, be reduced, if not entirely removed, and 
one of the aims of Socialism approached without revolution. 
Such is Wagner’s position when he declares for the 
‘ jjolitico-social ’ conception of taxation in opposition to 
the ‘ pure financial ’ one. This change in standpoint must 
of necessity change the mode of estimating the justice of 
ta.xation. What is wise and prudent when we aim simply 
at supplying the requirements of the public powers in the 
fairest and cheapest way ceases to be such when it is 
sought to bring about a suppo.scd better distribution of 
wealth. Broportional taxation, caution in taxing unearned 
wealth, and moderation in expenditure may be admitted 
to be the logical results of the ‘ financial ’ conception: 
progressive ta.xation with a high rate of incrca.se, rigorous 
fiscal supervision of all gains e.xccpt those from labour, 
and bold attempts at improving the condition of the poorer 
clas.ses by state outlay in various directions will be the 
natural outcome of the ‘ social ’ attitude.' The change of 
aim necessitates a corresponding change in the methods 
adopted. 

The general arguments on the subject of socialistic 
interference do not concern us here, but the results of 
financial experience are of .some value in respect to the u.se 
of taxation for other than fiscal purposes. The taxing 
power has been often employed to encourage industry, 

* See Wagner, i. 47, 500 ; ii. 381 .sq. 455 -459, for a statement of the 
* social* view. 
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to improve taste, to benefit health, or to elevate’ morals, 
but in none of these applications has the desired success 
been obtained. There is, therefore, a strong presumption 
against its use as an agent for remedying the inequalities of 
wealth. Its definite anS universally recognised function is the 
supply of adequate funds for the public services. To mix 
up with one very important object another different and 
perhaps incompatible one is to run the risk of failing in both. 
It is within the power of financial skill to so select the 
forms and rates of taxation as to secure the requisite amount 
without unfair prc.ssuie on any class, but if the ulterior 
effects on the distribution of wealth have to be considered, 
and adjustments made to attain particular ends in that 
respect, the difficulties of the task are enormously increased’ 
If the socialistic rdgime is the goal to be sought, there 
are more direct and more effective modes open than the 
manipulation of taxation.' 

§ 18. At the opposite pole to the doctrine that finance 
should aim not solely at preserving justice, but at remedy¬ 
ing injustices already existing in the social system, is that 
which refu.ses to .sec anything of justice in financial 
problems.* For the upholders of this view the distribution 
of taxation is reduced to placing the burden where it will 
give the least trouble and friction in collection. McCulloch’s 
often-quoted statement that ‘ the characteristic of the best 
tax is not that it is most nearly proportioned to the means 
of individuals, but that it is easily assessed and collected, 
and is at the same time most conducive to the public 
interests,’ ■’ is a sufficiently clear expression of the view 
which is a very natural feeling among practical adminis- 

^ Cp. Prof. Nicholson’s judgment on ‘ tlie social function of taxation.’ 
PrinciplcSy iii. 282 4. 

* And yet this doctrine has a curious aflinity to that of minimum sacrifice. 
See supniy § 4. 

* Tax(Uim and Pu/idirii^y 18. Cp. ‘The problem which every Chancellor 
of the Exchequer professes to solve is not how to levy tuxes in proiioition to 
capacity^o bear them, hut how to get the money he requires with a minimum 
of sufiertng and discomfort to the nation.’ Cannan, Ecommic Keviewy vii. iii* 
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trators. An escape from the difficult questions that the 
problem of justice must always present is a pleasing 
prospect, though unfortunately b'a.sed on illusion, since 
injustice in distribution is certain soqper or later to show 
itself in the verj^ diYficulties that the practical financier 
wishes to avoid. All the conditions of a good .system of 
taxation are interdependent, and the breach of one reacts on 
the others.^ The observance of the mere technical rules 
at the expense of justice will not be successful, any more 
than the utmost straining after fairness without regard to 
the other conditions which we proceed to examine in the 
ne.xt chapter. 

* This is, of course, not inconsistent willi llie doctrine tliat *e<'<inoniy* is of 
eveg more iinjxiiianee llian ‘ eijtniy,’ u liicli is » \ >n lusly uNp. mmletl by Mr. 
Cannaa {htouamic Jourmtl^ 46^ i>o). Cp. 1 *U. iii. cli. 7, §§ 5, 6. 



CHAPTER IV 

THE TAX SYSTEM : ITS FORMS 

§ I. The construction of a system of taxation, like all 
works of art, is the result of a combination of materials 
derived from different quarters. To attain success it is 
necessary to bear in mind certain general facts respecting 
the economic structure of society ; the important aim of 
realising substantial justice in the apportionment of burdens 
must never be lost sight of, and in addition the technical 
and financial conditions require to be duly considered. 
It is to this latter class of problems that the present chapter 
will be devoted, and we .shall see what form the tax .system 
ought to.take in order to satisfy these various reijuiiements 
and be at the same time effective for what is after all its 
primary function—the supply of adequate resources for the 
public service. 

The facts of past and existing financial institntion.s, when 
compared with the general principles di.scu.s.scd in the pre¬ 
ceding chapters, pre.sent at first sight a curious contradic¬ 
tion. Taxation, we discovered, was normally a deduction 
from the national income, and_ought to be divided among 
the citizens in proportion to the share of that income 
possessed by each. Though some qualifications of this 
statement were made,' such was the broad general result: 
from which it would seem to follow that the amount 
needfed should be levied from the taxpayer in a single 
* See Bk. iii. ch. 2, §§ 6 y ; ch. 3, §§ 11-12. 
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payment in proportion to his ascertained income. In fact, 
the single 'tax would, we might think, *be the necessary 
deduction from established principles. 

On turning to the^facts of practical finance the state of 
things is very different. No country possesses this simple 
and logical arrangement. Instead of a single tax we find 
a considerable number of imposts varying according to 
place and time, and very hard to reduce to any reasonable 
classification. Ta.xes on every form of production, on nearly 
every commodity, and on most of the transactions of life, 
may be found in the hi.story or statistics of finance. 

One partial explanation is that which attributes the 
comple.xity of the pulilic charges to ignor.ince or love of 
rcflitine on the part of practical financiers. The beginning 
of the ta.x system, obscured as it was by the other forms ot 
state receipts, was due to fiscal nece,ssity. E.xtraordinary 
levies were made by the sovereign on the wealth most 
easily reached and owned by the feeblest members of the 
community. ‘ To raise the largest sum of money with the 
least trouble ’ ^ is an inadequate description of the functions 
of a modern finance minister, but it was the chief aim of 
his mcdiieval predecessor.^ It may then be thought that 
the immediate pressure of the public wants has been the 
cause of the undue complication in the methods of taxation. 

Such, however, is not the case. There is no doubt an 
element of truth in the assertion that it was want of funds 
that led to the creation of so many different forms of taxa¬ 
tion. A war period is usually a time of financial pressure, and 
most new taxes owe their introduction to occasions of this 
kind.* But when the pressure is removed and the work 
financial reform made po.ssible, though great consolidatioiis; 
of duties are effected, there is no example of recourse to 

* A diclum credited to Sir G. C. Lewis. 

* Tlie need for drastic fiscal expedients was greater in mediaeval times tliau 

it is now, and this explains much of the seeming harshness of the earlier regal 
policy. • 

* The war period (1793-1815) affords a good illustration of the disposition 
^ to impose fresh taxes, Dowell, ii. 208-245 ; cp. also the recent sugar, coal. 

and com duties. 
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that simple method that appears so natural and appropriate 
in the light of soihe elementary principles. It is, therefore, 
necessary to examine the grounds on which a multiple 
system of taxation is retained, notwithstanding the apparent 
advantages of the siingle tax system. ^ 

§ 2. In the face of the general, indeed universal, policy of 
employing diverse forms of taxation, there has been at 
times a strong disposition on the part of students of finance 
to propose some particular kind of impost that should tend 
to supersede all others and be the principal resource of the 
Exchequer. Prominent amongst such plans is that promul¬ 
gated by the famous engineer Vauban in his Dime Royale. 
He does not, as has been sometimes supposed, advocate the 
complete abolition of all other charges. Among the duties 
to be retained were a moderate salt duty, the customs, and 
some of the taxes on acts : but the faille, the capitation, the 
aides (internal duties chiefly on drink.s), the provincial 
customs, and the miscellaneous sources of revenue classed 
as ‘ extraordinary ’ were to give place to a single tax—the 
' Royal tithe ’—imposed on the product of land, industry, 
and, in short, all revenue, its amount to be five per cent, or 
ten per cent, according to necessity.' His contemporary 
Boisguillebert, with whom he had so close an intellectual 
affinity, put forward the same idea of a single tax of one- 
tenth of the product of land and industry. 

A similar tendency is shown in Sir M. Decker’s plan * (re¬ 
ferred to and criticised by Adam Smith) of a licence for the 
consumption of luxuries as a substitute for the excise 
and customs, a scheme which, in spite of its obvious diffi¬ 
culties, has been reproduced in a modified form in later 

' Vauban, Dime Royalty 50-98. A remarkable proposal was placed before 
the Statcs-General of 1577 at Blois. Besides the duties whose repeal was 
advocated by Vauban, the salt tax and the customs on wine were to be removed, 
and a graduated duty on households, called tailU igaliSy was to be employed. 
Claroageran, ii. 217-219. 

* It if doubtful whether this plan should not be really ascribe! to Richardson. 
That was McCulloch’s opinion. See Seligman, Incidenccy 57 n l; also Pro* 
fessor Conner’s article on ‘Decker’ in Palgrave’s Dictionary of Political 
Ecofwnv. 
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times.* The popularity of duties on consumption favoured 
the growth of plans like this. Still more significant was 
Vanderlint’s scheme for a single tax on land and its pro¬ 
ducts, perhaps suggested by some remarks of Locke. The 
pamphlet in which^Vanderlint stated his plan is a distinct 
anticipation of the physiocratie idea as to the true system 
of ta.xation.® 

§ 3. The proposals already described came from individual 
thinkers, and had little or no influence on competent opinion 
or on financial practice. ] 5 iit in the circle of economists 
who regarded Quesnay as their master the dogma of ;i 
single tax—the Impot unique —became an acceirtcd article 
of belief. This doctrine was the natural result of their 
theory as to the limits of net produce. The rent of laiul 
was, they thought, the only ‘ source ’ of taxation, and it 
was therefore convenient that it should be its only ‘ object.’ 
Vauban’s idea of a Royal tithe was good so far as simplicity 
went, but ;t was unequal,^ inasmuch as it fell on capital 
employed in cultivation, which, in the physiocratie dialect, 
was not ‘disposable.’ In the application of their principles 
the Physiocrats were more inclined than is sometimes 
believed to admit modifications. The elder Mirabeau was 
prepared to raise two-thirds of the requisite revenue by an 
income tax, leaving only one-third for the land ta.x, and 
Turgot fravikly concedes that the time had not come for 
an abolition of octrois!^ 

Besides the plan of a single tax on land rent, which has 
recently received support on different grounds from that of 

' For Adam Smith’s criticism see Wealth of Nations^ 371. The idea of a 
general consumption tax was propovinded hy Kevans, A Percentage Tax on 
Domestic Expenditure^ .ind by Pfeiffer, Utaatseinnahnien, ii. 53 ^“ 554 * 

^ Vanderlint’s Money answers all Things appeared in 1734. See Ricca 
Salerno, Dottrine Finanziarie in Inj^hilterra^ 23-26. 

® See Turgcsl's advocacy of the single tax on land. He declares : “ Cette 
proposition est* contrait*; k I’opinion de ceux qui avaient con^u le systeme de la 
dime royale. . . . Cc systeme peut elfcetivement ^blouir par sa simplicite, par 
la facility du recouvrement, par I’apparcnce de la justice distributive.... II peche 
cependant pac differcals inconvenients,” i. 404. * 

* ’k/yitsh^MfTh^orie de rimjpSt^ 3*6; Turgot, ii. 114. 
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its originators, other forms of single taxation have been 
suggested in the nineteenth century. One is the general in¬ 
come tax, which would directly attack the normal source of 
taxation, and secure whatever distribution seemed desirable 
to the legislator. In the form suggestec/by some economists 
it would be proportional to receipts, and might be so framed 
as to cover acquisitions by gift or inheritance.* Radical 
democrats would prefer that the single tax on incomes 
should be more or less rapidly progressive. 

The plan of a single tax on 'realised property’ has also 
received much support. It would be confined to property 
not engaged in production, ' as land, the public fund.s, money 
lent on mortgage, and shares .... in joint-stock com¬ 
panies,’® and was believed by its advocates to escape the 
inequalities of the income tax, and to present greater 
facilities for collection, since the objects of assessment 
would be definite and open to observation. 

Of rather wider scope is the plan for a single tax on capi¬ 
tal, put forward by De Girardin and Menier, and approved 
by M. Guyot. Under it taxation is to be imposed on 
‘fixed’ capital— i.e. on ‘all such utilities as yield their pro¬ 
ducts without changing their nature,’ to wit, ‘ land, mines, 
buildings, machinery, implements, ships, carriages, animals 
employed productively, furniture, and works of art.’ * Raw 
materials and goods for sale would be exempt from charge. 
The basis of assessment proposed is the selling value of the 
taxable capital, one per cent, of which would, it was 
believed by Menier, be sufficient in the case of France to 
meet the public expenditure. 

§ 4. These several plans have certain elements in common, 
and appeal to the very natural desire to secure a simple and 
•'nexpensive form of taxation. Were there no obstacles in 

* An ingenious plan of this kind was proposed by the late W. N.. Hancock, 
his General Principles of Taxation as illustrating^ the advantages of a fer^ 

fert Income Tax. 

* MilJ, Prindplts^ Bk. v. ch. 2, § 3. 

* Guyot, VJmp 6 t sur U Kevenuy 222. See also Menier*s various works, 
Cii^ccially his VAvenir ^conomique. 
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the way, it is plain that direct imposition on the source of 
taxation would be preferable to the complicated methods 
actually employed. The cost of collection would be 
materially diminished, and the immediate incidence on the 
several individuals aiVl cla.sses precisely determined. More¬ 
over, the community, as distinct from the State, would gain 
by the removal of restraints on industry, and it could 
measure definitely the cost of the public services. 

Against such plain and obvious advantages there are 
weighty considerations to be set, which militate against the 
adoption of <a single tax in any form, (i) The danger of a 
single tax, no matter how skilfully estimated, not being duly 
proportioned to revenue is a .serious one to which any other 
pijaposed base, e.g. capital or exjienditnrc, is equally open. 
With a combination of different taxes the errors in any one 
case will be small, and probably compensated by the opera¬ 
tion of other taxes, but with a single tax there is no jios- 
sible room for correction. Rx|)crience shows that what is 
in appearance a perfectly fair tax may be jiractically very 
unequal in its operation. Kvasions and false returns may 
destroy the proportionality of the best arranged income 
tax. (2) The pre.s.surc of taxation in most modern States 
is by no means a slight one. On the average itc.xcecds ten 
per cent, of the national revenue. Now it is evident that 
‘ the ignorant impatience of ta.xation ’ would prevent this 
amount being rai.sed without much irritation through any 
single tax. To di.sgui.se the burden is, so far as sacrifice is 
concerned, to reduce it, and the breaking up of the system 
into several distinct forms undoubtedly has this advantage. 
(3) The use of a single tax would remove the advantage 
that is obtained at present by reaching the different forms of 
tameable capacity. Consumption, income as returned or 
assessed, property inherited, are all so many indications of 
the capacity arising from the possession of revenue, which, 
when duly considered, enable a better proportionsri rate of 
taxation to be maintained. Keside.s, in certain ca.scw it is, 
as we saw, necessary to separate the tax-payer’s contribu- 
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lions, and treat some as given for special service, or to 
assign the total'amount between different countries and 
districts. A single tax would fail altogether in this respect. 
(4) It i.s, moreover, important to note that a so-called single 
tax is not necessarily a simple one. rrtius a general income 
tax is often a combination of several special taxes, and may 
often prove just as troublesome and complex. A tax on fixed 
capital would be in fact a tax on land, mines, factories, furni¬ 
ture, works of art, &c., which would be so many separate cate¬ 
gories for distinct a.sscssment. A general tax on consumption 
or expenditure would be even more involved. The simplicity 
of such plans is therefore often only apparent, and covers a 
real complexity. (5) The results of the shifting of taxation 
increase the force of the preceding argument. A proper- 
tional tax in assessment may in the ultimate incidence be a 
very one-sided charge. Taxation in the simplest shape 
introduces a complicating element into the economic system, 
the effects of which are hard to follow and often very far 
removed from what first appearances would suggest. 

§ 5. Theforegoingconsiderations and actual fiscal practice 
have given countenance to the directly opposite doctrine, 
which has been perhaps most precisely enunqiated by 
Arthur Young. ‘The mere circumstance of taxes being 
very numerous, in order to raise a given sum, is a con¬ 
siderable step towards equality in the burden falling on the 
people ; if I were to define a good system of taxation, it 
should be that of bearing lightly on an infinite number of 
points, heavily on none. In other words, that simplicity in 
taxation is the greatest additional weight that can be given 
to taxes, and ought in every country to be most sedulously 
avoided.’ ^ This passage has at least the merit of placing 
the issue in a clear and definite form. To attain equality 
in distribution there ought on this theory to be an almost 

* Political Arithmetic. A statement quoted with approval by Sir G. Lewis 
Northcote, Financial Policy^ 309. Mr. B. Holland has recently sought to 
revive it. Economic Journal, vii. 219-20. As shown in the test, it has no 
support either from theory or experience; see Economic Journal, vii. 420-22. 
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universal .system of taxation touching the [)eople at every 
point. Property, income, consumption,‘transactions, in¬ 
heritance should all be moderately taxed in order to make 
the burden as even and as light as possible. Young’s views 
were, beyond question, produced by repulsion from tho.se 
of the Physiocrats, and went even farther in the opposite 
e.xtreme, but they do not inaccurately describe the char¬ 
acteristic feature of the finance of the eighteenth century. 
As a standard for modern times they are evidently inappli¬ 
cable and opposed to the most important and valuable 
reforms of the nineteenth century. To secure the placing of 
pressure‘on an infinite number of points’ would require the 
interference of the revenue authorities in most of the indus¬ 
trial proces.se.s and tire jn ivate life of the community. Taxes 
on all commodities, on transfers of goods, and on the 
different forms of production would be extremely pre¬ 
judicial to the development of industry, irksome and in¬ 
convenient to the payers, and very costly in collection. 
Financial history affords abundant examples of these evils. 
The Alcavala, a duty levied on all sales, has been regarded 
by Adam Smith as the cause of the ruin of agriculture and 
manufactures in Spain.^ The Knglish customs before the 
first reforms of IIuski.sson e.xemplified the evils of undue 
multiplicity in one branch of taxation, and the United States 
revenue system during the Civil War was an even more 
striking instance of the same defect.^ To properly arrange 
and combine a great number of duties is too difficult a task 
to impose on administratirrs, who arc sure, even with the 
utmost care, to inflict.much injustice and cause heavy losse.s. 

§ 6. The defects of the opposed systems of single and of 
multiple taxation tend to countenance what may be called 
‘ plural taxation,’ in which the revenue is not on the one 
hand collected by a single form of duty, nor, on the other, 

^ Wealth of Nations^ • 

* For the English tariff, Dowell, ii. 249-261 ; IJuxton, Finance and politics^ 
i. 18, 19, For the United States, Wells in Cobden Club Essays (2nd scries), 

479 * 
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divided into a great number of trifling charges. Under the 
existing conditiens of society this is the course that has 
most in its favour as being at once most productive, 
least inconvenient, and on the whole approaching nearest 
to justice. But it is necessary to renArk that this conclu¬ 
sion is limited to present circumstances. It does not follow 
that it may not be possible at some future time to adopt a 
single tax system, or at least a very close approach to it. 
Among the arguments urged against the single tax is that 
of the actual weight of taxation and the risk of exciting 
discontent by raising the required sum in a single payment. 
Suppose, however, that public e.x[)enditure were greatly 
reduced, .so that, instead of eight, ten, or fifteen per cent, of 
national revenue, only three or four per cent, were required ; 
it might well be that the relief to industry and the facility 
of collection would make an income ta.x advisable as the 
sole agent for raising revenue. So large a reduction of 
expenditure is hardly to be expected. When dealing with 
that part of our subject we saw that the tendency was 
towards increase, but it is not difficult to conceive how a 
very different state of things might have come into being. 
Let us suppose that England had never engaged in the 
Revolutionary and Napoleonic wars, and that her foreign 
policy had been for the past century that of rigid ‘ non¬ 
intervention.’ Were such the case the financial results 
would certainly be (i) the entire absence of the national debt 
with its charge of .£^23,000,000 and whatever surplus may 
actually exist; and (2) the reduction of the army and navy 
estimates to probably one-quarter of their normaf figure. 
Moderate reductions in the Civil Service would allow of 
further curtailment of expenditure, with the result that not 
more than in round numbers £^25,000,000 would have to be 
provided by taxation. An income tax of id. in the pound 
(including as it should the smaller incomes now exempt) 
would be the most direct mode of procuring that sum. 
The position of the United States, if the Civil War had 
been obviated by prudent statesmanship, would be even 
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moVe favourable. A very moderate income tax woiikl 
have met all the c.xpenditure of the yeai»s 1850-1860, as 
the low custom.s duties actually did.^ 

It thus appears that the form of taxation depends in a 
great degree on the aiVount of e.xpenditure. With modera¬ 
tion in outlay it is possible to have simplicity in taxation, 
and the difficulties of the problem of expenditure, already 
hard enough, are increased by the need of weighing the 
greater difficulties of heavy taxation. It is eminently true 
that wise policy is essential for .sound finance.* 

§ 7. Financial pressure makes the retention of different 
forms of ta.xation, if not an absolute necessity, at all events 
highly advisable in the interests both of the State and of the 
pajjers. And this being so, we have next to e.xaniine the 
comparative merits of the {lifferent forms in use. The first 
broad distinction—that between direct and indirect taxes— 
has some connexion with the controversy as to single against 
multiple taxation. The most popular forms of the single tax 
are direct, while most of the charges in a multiple system 
are indirect. There has been accordingly a not unnatural 
tendency to confuse two .separate issues by identifying 
singlewith direct and multiple with indirect taxatK)n. This 
confusion is increa.sed by the fact that the great advocates of 
the single land tax laid particular stress on its being direct. 
‘ The essential form of ta.xation,’ says De La Riviere, ‘ con¬ 
sists in taking taxation directly where it is, and not wishing 
to take it where it is not. . . . To change that direct form of 
taxation in order to give it an indirect one is to reverse a 
natural order from which we cannot depart without the 
greatest inconvenience.’* The idea that taxation should 
not lead to shifting and repercussion was one of the strong 
points of his school. The original conception of direct 
taxation as being that which is imposed immediately on the 

* Cp. Leroy-Beaulieu; i. 179-185. • 

* Cp. the well-known saying of Baron Louis, ‘ Faites-inoi dc ljonncpoliti<|ue 

et je vous ferai de bonnes finances.’ * 

“ Physiocraets, 474. The italics are in the original. 
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ultimate source from which it comes was, as we saw, altered 
for administrative convenience, and applied to cases where 
recurring payments were made and lists of tax-payers 
kept.' But this use of the term, whatever its technical 
advantages, obscures the broad lin^ of division that the 
older meaning gave, and which really possesses so much 
scientific importance. Whether a duty is assessed directly 
on the ultimate bearer or is passed through various inter¬ 
mediaries before reaching him. may not be capable of being 
precisely determined in all cases. There are no hard and 
fast lines in fact, and the instances on the margin may be 
numerous, but if we take the terms, not as giving a com¬ 
plete classification of taxes, but as marking the presence or 
absence of a certain characteristic, they may be employed 
with advantage, but rather to suggest reasons for dis¬ 
crimination than to definitely settle results.** 

The expressions ‘direct’ and ‘indirect’ have received a 
further alteration which makes it more difficult to employ 
them without careful explanation. Taxes on property and 
income form a very large part of the direct taxes; those 
on commodities, collected from the producer or dealer, an 
equally Irfrge part of the indirect ones. These are, besides, 
the special forms of the two kinds of taxation that are 
usually selected as types in discussions about them, so that 
it is not difficult to understand how the comparisons 
between direct and indirect taxation have become for the 
most part an inquiry into the relative merits of taxes on 
income and property as against taxes on commodities.® 

^ See Bk. iii. ch. i. § 8. 

® ‘The classification of taxes as direct and indirect, it may be as well to 
premise, has been objected to on the ground that it cannot be consistently 
applied. . . . But this objection applies only to the wording of the ordinary 
definition of direct and indirect taxes, and we may safely continue to employ 
the terms to denote the radical distinction intended ; namely l)etween taxes on 
the one hand levied either directly from the contributors themselves or from 
funds on the way to them, and taxes on the other hand on producers or 
dealers, in the intention that they shall recover them in the prices fimally paid 
by consumers,’ Cliffe L^lie, in Cobdtn Club Essays (2nd series), 192. 

• See for further discussion Prof. Bullock’s article already referred to (Book 
iii* ch. i. I, § 8). He supports the treatment in the texL 
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This employment of the terms is supported by the 
distinct origin of the two forms. ‘Taxes’ ®n property and 
persons (Sieueni) present a marked contrast to the ‘ duties ’ 
on goods and commerce (^Abgaben und Aufiagefi), in the 
fact that the former were direct, the latter indirect. A 
feeling of this original separation is at the-root of much of 
the discussions on the merits of the two classes, and helps 
to make the issue more obscure.^ 

Still, the contrasts between the two groups of taxes that 
are usually regarded as being direct and indirect, quite 
apart from the question of incidence, has a sufficient value 
to make it convenient in estimating the merits of a given 
system. The peculiarities of the separate taxes that a 
mo»e scientific arrangement exhibits may fitly be treated 
in dealing with particular taxation, but the broad general 
separation that is so familiar in financial discussion .serves 
better for the purpose of showing the requisite conditions 
of taxation as a whole. 

§ 8. Starting, then, with the conception of direct taxes 
as those levied immediately on the ‘ subjects,’or ultimate 
bearers of the charge, and therefore embracing taxes on 
income and property, or on their component parts, in op¬ 
position to duties on commodities and on exchange, where 
there is a shifting of the burden from the immediate payer 
to the ‘subject’ which justifies the name of ‘indirect,’ we 
have to consider the merits and defects of each class, and 
the most desirable mode of combining them. 

At the outset the advantages of direct taxation seem to 
predominate. As income is the ultimate source of taxation, 
its immediate imposition is the most obvious and rational 
way of claiming a share in the produce for the State. The 
taxes on the different components of income have the same 
merit. Rent, interest, and earnings are the natural objects 
on which to place the charges of the State. Where it is 
thought desirable on grounds of justice to tax pfoperty, 
the direct mode of doing so seems the simplest anddeast 
involved. As a single tax appears better than a multiple 
* Sie Dowell, Hist, of Taxation, Pref. xii. ; Vocke, Abgahen, l-i6. 
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system, so does direct taxation seem superior to indirect, 
and for much ’the same reasons. There is the greater 
facility and lower cost of collection, and the power of 
knowing the exact amount paid bv each person liable. 
The drawbacks are also of the same kind. The greater 
dislike to direct levies of taxation is notorious ; the demand 
for payment is more disagreeable than the fact of paying^ 
as it brings home the existence of the charge without any 
possibility of escaping notice. Formerly financiers were 
too anxious to avert popular resentment to have recourse 
to this form, unless in extremities, and in modern days 
taxation must be suited to the taste of the voters. Another 
difficulty i.s the necessity of assessment in all direct 
taxes. If imposed on income, on property, or on any 
se[)arate part of produce, there must be a valuation of 
the object which is charged, affording opportunities for 
evasion and for arbitrary official action. It is true that the 
progress of society may be expected to reduce these ob¬ 
jections. As acquaintance with the operation of taxation 
becomes greater the payers form a more accurate estimate 
of the amount that they pay, and will feel that direct levy 
is really no worse than taxation through the enhanced price 
of commodities. 

Moral progress may also diminish the disposition to 
evade payment by creating a higher standard of social duty, 
and the better organi.sation of the financial service will 
reduce the risk of undue official pressure. Still, these evils 
actually exist, and the extent to which they are likely to 
occur must limit the employment of direct taxation.^ 
Again, under a system of pure direct taxation it is very diffi¬ 
cult to obtain their due proportion from the poorer mem¬ 
bers of society. The attempt to carry the income tax 
at a high rate down to the smaller incomes now exempt 
would be both costly and irritating, and the only produce 
tax that would much affect them—that on wages—would 
be still more obnoxious. No doubt with moderate expen- 
^ Cp. Vocke’s remarks, Abgabetit 624-5 * Fitianzivisseftsc/ta/tf 355. 
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diture and an improved standard of social morality the 
difficulty would become manageable, but we cannot assume 
the existence of these favouring conditions without adequate 
proof.^ 

It is, moreover, alleged that direct taxation is inexpansive, 
that it does not grow in proportion to the increase of 
national wealth. This, however, is not altogether correct, 
and so far as it is true can be accounted for without diffi¬ 
culty. The growth of so important a direct tax as the 
English income tax since its re-establi.shment in 1842 has 
been very remarkable. The yield per penny for the first 
year was only ;6'730,ooo ; in 1901-2 it pa.s.scd ^^2,500,000, 
or far more than a thrccfokl incre;i.se* in sixty years. 
Indeed, the only explanation that can be given of a slower 
increa,gc in an income tax than in income is that of evasion 
by the payers, an objection already considered. But in 
fact there arc special reasons for the slow growth of certain 
direct taxes. A tax on rent will not increase in propor¬ 
tion to the growth of income, as it is generally fixed for a 
period of some length. The French land tax cannot 
increase, since it is apportioned and therefore fixed in 
amount, and in all cases of valuation it is not easy to keep 
the assessments up to the actual gains.^ The counter- 
advantage that, in a progressive society, these taxes tend to 
become lighter while yielding a definite amount ought not 
to be overlooked. It is a benefit to have one part of the 
revenue that can be depended on even in times of crisis. 
Taking the defects and merits together, wc belicwe that 
direct taxation ought to be a part of every modern financial 

* See Cliffe Leslie’s forcible argument in Cohden Club K<;^ays (2n<l scric.s), 
252 sq. 

* Ireland was not included till 1853, but the abatement limit was rai.srd, 
which probably compcn.sated for this athlilion, and since then there have liecn 
great extensions both of exemption and abatement. 

* E.g. in Ireland Schedules A and li of the income tax, so far ^is land is 
concerned, are taken on a fixed valuation, and therefore cannot cxpaml in the 
same way as in Great Britain. They may, however, decline, as the landowner 
has the option of paying on rent instead of on valuation. 
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system, and that the extent to which it can be carried will 
depend on the particular conditions. 

§ 9. The weak points of direct taxation are the strong 
ones of the opposed form. Indirect taxes are not felt by 
the payer in the same degree, and therefore cause him less 
annoyance. A tax mixed up in the price of wine, tea, or 
tobacco is not brought so clearly to his mind ; it seems to 
be a part of the expenses of production, and to be due to 
purely economic causes. If ‘the best tax is that whose 
forms most effectually disguise its nature ’' there can be 
no doubt of the superior merit of indirect ones. A second 
advantage is the facility that they supply for taxing the 
smaller contributors. Duties on articles of general con¬ 
sumption touch all classes, though if necessaries are exenppt 
they leave the minimum of subsistence unaffected, but only 
on the condition that the minimum revenue is expended for 
that object. Thirdly, they are both productive and in 
times of prosperity elastic without undue pressure. The 
growth of the English excise and customs, in spite of 
great reductions, has been remarkable. Again, it has been 
often pointed out that taxes on commodities are collected 
at a convenient time, since the contributor ‘ pays them by 
little and little as he has occasion to buy the goods .... he 
is at liberty, too, to buy or not to buy, as he pleases.’ ^ This 
remark of Adam Smith’s has been extended to the asser¬ 
tion that indirect taxation is preferable as being ‘ voluntary.’ 
There is no necessity to pay unless the contributor is 
willing. This, if true, would be a disadvantage, but, as 
Mill has shown,® it is untrue. A citizen can, indeed, 
escape a wine duty by not consuming wine. That course, 
however, has the double disadvantage of depriving the 
State of revenue and of diminishing his own enjoyment. In 
the case of a direct tax of equal amount the same saving 
would be made by giving up the use of wine, and the 

* Gaudin, MimoireSy i. 217. 

* Wealth of NalionSy 348. 

* PrineipUs, Bk. v. ch. 6, § 1. 
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revenue would not suffer.* The possibility of checking 
consumption is a bad rather than a good feature in taxes on 
commodities. Other defects arc easily discoverable. The 
rule of equality appc-v's to be frcciucntly violated. Articles 
of general consumption are used in much larger [proportion 
by the poor than by the rich, so th.it in any modern fi.scal 
system the pressure of indirect ta.xation comes chiefly on 
the working clas.scs. Expedients may be suggested to 
diminish this evil. Articles of luxury may be subjected to 
heavy taxation, and the rates of duty m.ay be fi.xcd accord¬ 
ing to the quality of the articles taxed. Such measures, 
however, give rise to further difficulties. Articles of luxury 
are easily smuggled, and ad 7 'alorem duties lead to ev.asion. 
In Spite of any possible alleviations, the remaining inequality 
must be considerable. The el.isticity of indirect ta.xcs has 
its unfavourable side. At times of depression their yield 
cannot be relied on ; as they grow in prosperous years so 
do they shrink in bad ones. Nor are they easily extended. 
Incrca.scd duties may possibly give stationary or even 
diminished receipts.** Reliance on indirect taxation alone 

* The doctrine that indirect taxation i.s voluntary is accepted by Sidgwick. 

‘ It is urged that direct taxation, being inevitable, is a greater burden than an 
equal amount of taxation voluntarily incurred by purchasing commodities. 
And I think that this cannot be denied,’ Elements of PolilieSy 175. He 
applied it to the case of Irisli taxation (Financial Relations Commission, ii. 182), 
and was followed by Mr. A. J. Balfour. Assuming, however, that a certain 
amount has to be raised by taxation, it follows that abstinence from the con¬ 
sumption of taxed commodities will make it necessary to t.ax fresh commodities, 
and when all have been taxed to use direct taxation, which might belter have 
been employed at first. Taxation wliich checks consumption is unproductive 
and burdensome through privation to the people. Brof. FMgeworth ingeniously 
points out that under indirect taxation there will l^e ‘a loss of consumers’ rent, 
which does not occur when the amount is directly subtracted from income,* 
and therefore regards taxes on commodities as * more burdensome tlian direct 
taxation,’ Economic Journaly vii. 568. Consideration of ibis matter shows 
the inaccuracy of estimating (lie weight of taxation by the yield of taxes. 
Thus the yield of the tea duty in Ireland for 1901-2 is only 25 per cent, more 
than that for 1899-1900, thougli the duly is 50 per cent, higher. In study¬ 
ing the effect of taxes the priveUive side of their action should never be 
overlooked. <% 

* The increase of duties in 1840 by Baring is an instance ; 5 per cent, extra 
all round did not give increased receipts, Dowell, ii. 313. 
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will therefore sooner or later cause financial embarrass¬ 
ment. 

Expenses of collection are probably somewhat larger- in 
the case of indirect taxes, though the difference is not 
so great as is often asserted. The cost of collection of the 
English Inland Revenue (about one-half of which is direct) 
is less than that of the customs, but so much depends 
on special conditions and the amount of revenue to be 
raised, that a general conclusion on the subject would be 
misleading. 

By far the most formidable objection to the indirect 
ta.xation of commodities is the loss to the society through 
disturbance of industry. The evils of both customs,and 
excises in this respect have been forcibly shown by Cliffe 
Leslie.’^ The former close some ports altogether on the 
ground that there is not trade sufficient to justify the ex¬ 
pense of maint^ning custom-houses at them, and limit the 
imports of taxed articles at others. Towns without bonded 
warehouses are at a disadvantage in competing with those 
that possess them. Industries are either prevented from 
coming into being, or have their development retarded by 
such regulations and restrictions. The excise system is 
injurious to the indu.stries under its supervision, as it 
controls the processes to be employed, and hinders the 
introduction of improvements. Routine is necessary for 
effectual regulation, but it is fatal to the spirit of enterprise 
that is the main cause of industrial advance. The various 
items of this indictment are supported by specific allega¬ 
tions,* and there can be no dispute as to the gravity of 
the issue raised, nor as to the existence of the grievances 
stated. None the less are we compelled to hold that the 
retention of taxation on commodities is at present a neces¬ 
sity, and that by judicious measures it is possible, not 
indeed to remove, but to reduce the evils complained of. 
There are considerations other than those noticed by the 

* ‘Financial Reform,’ in Cobden Club Essays (2nd series), 189 263; also 
reprinted separately. * Leslie, ut supra^ 204, 205, 207-8, 219, 225-231, 
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assailants of these duties. All taxation* is, it must be 
remembered, evil in its deduction of wealth and in the 
restrictive measures t^at must be used to make it effective. 
Direct taxation has its own inequalities and injustices, and 
is, besides, often vexatious and inquisitorial. A presenta¬ 
tion of the faults of one particular form of tax-revenue is 
impressive, but should be qualified by considering the 
difficulties of any alternative method. In economics and 
finance we have always to be on ourguard .against the ‘fallacy * 
of objection.s.’ Again, it is not clear that the taxation of a 
small number of articleshas the very .serious influence ascribed 
to it. Most of the instances of interference with industrial 
processes are taken from cases that no longer e.xist. The 
duties on salt, and glass, may have hampered invention, 
but in this country they arc things of the past.' Apart 
from into.xicating drinks and tobacco, the industry of the 
United Kingdom may be said to be free from control for 
fiscal purposes. A further point may be noticed. The 
customs staff is not purely a revenue agency; inspection 
and supervision of the shipping industry is, or is generally 
assumed to be, needed for sanitary and police reasons. It 
is but one part of the .system described in an earlier chapter,” 
and its whole cost should not be ascribed to the need of 
revenue. So far as the duties on stimulants seek to repre.ss 
consumption, whatever hindrances they cause tothe industry 
cannot be looked on as evil, since they conduce towards the 
object aimed at. The value of industrial liberty is doubtless 
great; whatever reprcs.ses or diverts the economic forces that 
tend to increased production of wealth should not be allowed 
without adequate reason, and .should be carefully watched ; 
but on striking a balance it seems that the advantages 
outweigh the evils wherever a large revenue has to be 
obtained and where the system of indirect taxation is kept 
within narrow limits. 

' The te-imposition of the sugar duty in 1901, though justified hy the need 
of revenue, is open to the objection of hampering industry. 

• Bk. i. eh. 4, * Administrative Supervision.* 
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§ lo. On the borderland between direct and indirect 
taxation lies a large class, or rather several classes, of 
taxes, such as those on transfers of property, on ordinary 
contracts, on communication and ti'ansport, and in short 
the numerous charges on acts. All of them belong to the 
category of indirect taxes in the administrative .sen.se, as do 
most of them in any sense of the term. They stand on 
somewhat different ground from duties on commoditie.s, 
inasmuch as they in some cases approximate to fees for 
special services rendered, and in others are directly levied 
from the ultimate payers. They do not so much interfere « 
with industry as with commerce in the strict sense, but 
they arc open to the same kind of objections as those urged 
against the taxation of commodities. To hamper exchange 
is to prevent the passage of productive agents into suitable 
hands ; a taxon communications is a check on commercial 
intercourse, and duties on legal transactions, if widely ex¬ 
tended, prove very troublesome and annoying to the most 
active and intelligent members of a community. For these 
reasons it is desirable to keep taxation of this kind as a 
subordinate resource applied only to a moderate extent, 
and chiefly with the aim of completing gaps in the financial 
system. The difficulty of making the pressure of these 
taxes at all proportional, or even of analysing their in¬ 
cidence, ought of itself to prevent their being made a 
principal source of revenue. But when used partly as fees 
for special services, partly as affecting forms of wealth that 
are very likely to escape their due share of taxation in 
other ways, and finally as affording valuable tests of the 
correctness of the returns to direct taxation, they have a 
good claim to continue as a subsidiary means of revenue, 
and as a relief to the pressure on visible income of the 
purely direct taxes, and on the general consumption of the 
comrriunity from taxation of commodities. The extent of 
their application must be decided with reference to the 
particular circumstances of the country and the opportunity 
for employing direct taxation. 
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§ II. The system of finance best adapted for a modern 
society is accordingly one in.which the objects of ta.\ation 
are judiciously diversified in such a manner as to realise the 
ends desired. The usual source of taxation is national 
income, the ma.ss of' fresh production during the period 
under notice, and one most desirable part of the revenue 
system is that which directly receives from the shares of 
this fund a contribution towards the maintenance of the 
State. The rent of land, the interest on capital, the 
earnings of management, and the wages of labour may all, 
as the component parts of income, be rightly made con¬ 
tributory. Whether they should be imjjosable in their 
separate forms, or simply as income, is in principle im¬ 
material, but the method of distinct taxes on each share 
seems to belong to a lower stage of development than the 
general income tax. To escape the difficulties—partly 
technical, partly political—that direct taxation by it.sclf 
creates, the ta.xation of various ‘ objects ’ on which income 
is expended must generally be adopted. Instead of 
attacking wealth as it is acquired, its use is made the 
object of charge. The method of taxing producers and 
dealers, in order that they may pass on the charge to 
consumers, is a recognition of the tendency of certain 
taxes to shift their weight, and an effort to utilise that 
tendency in facilitating the collection of revenue. 

Taxation of income and of commodities are the two 
great forms of revenue receipts whose importance over¬ 
shadows all others ; but while this is apparent in every 
budget, it is equally true that a certain proportion of 
revenue can be obtained by the operation of other charges 
that cannot easily be brought under either of the leading 
categories. Some transactions are well suited for the im¬ 
position of moderate duties. Communications may be 
made to yield no inconsiderable resource to the State, and 
above all the inheritance of property is at once a means of 
testing the accuracy of returns as to income and an op^Dor- 
tunity for taxing masses of accumulated wealth. 



These ingredients of a well-ordered system require to be 
combined in very different proportions at the several stages 
of development. In a new country, with sparse population 
and little capital, a direct income tax would be a very 
defective instrument. Where there it little foreign trade, 
and most commodities are produced and consumed at 
home, taxation of commodities is not, and cannot be, 
productive. Peculiarities of social organisation have, too, 
considerable influence. Taxation of inheritances is unsuited 
for communities such as India, where the family is the unit 
of society and property is rather corporate than individual. 

How important the special circumstances of social life 
may be in this respect can be better realised if we consider 
how much of existing English taxation rests on the cir¬ 
cumstance that wine, tea, and tobacco are not native 
products.^ 

§ 12. We thus get a well-defined system of taxation 
comprising the three departments specified in the preceding 
section, and it seems beyond question that this will for a 
long period be the prevailing type. So far as any-general 
course of development can be traced, the movement is 
towards a greater use of direct taxation. The incofne tax 
—a product of the nineteenth century—is on the whole in¬ 
creasing in favour, and the imposition of higher duties on 
inheritance is also probable.^ The great importance of 
both excises and customs is nevertheless a prominent 
feature. We cannot see how the existing outlay of any 
modern State could be maintained without their aid, though 
we shall indeed discover that they are confined to central 
finance, and are unfitted to be local resources.^ Still, the 
general conclusion is clear, that the great divisions of the 
tax system are likely to remain in active u.sc, partly no 
doubt in consequence of their suitability to the existing 

* The Iftsl-natned only through the legislative prohibition, slightly relaxed in 
the post Ifew years. 

* Xhe great increase in the English death duties in 1894, and the recent 

changes in France, support this statement. • See Bk. iii. ch. 6, § 3. 
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financial organisations, but far more on account of their 
serviceable qualities. 

A further advantage of this combiniftion sliould be 
noticed—its elasticity. In modern finance it is desirable 
that receipts shall b^ capable of easy adjustment to ex¬ 
penditure without inflicting undue inconvenience on the 
contributors. The employment of different forms of 
taxation tends to realise this' object. The steady growth 
of the receipts from commodities in times of prosperity, 
the definite yield of direct taxes, and the power of altering 
the rate of the income ta.x, taken together, provide tlie con 
ditions for securing such growth or contraction of receipts 
\s may be thought most desirable. 



CHAPTER V 

THE SHIFTING AND INCIDENCE OF TAXATION ‘ 

§ I. Up to the present we have avoided all but the most 
incidental mention of the difficult problems connected with 
the real as opposed to tlic apparent pressure of taxation. 
This course has the great convenience of allowing an 
acquaintance to be made with the leading features and 
general guiding rules of the system, free from the complica¬ 
tions that are inherent in any discussion of the question of 
incidence. The omission must now be remedied ; wc have 
to consider the nature and consequences of the series of 
processes usually known as shifting or repercussion of 
taxation, and to study the effects produced by them on the 
financial organisation. A correct solution of the problem 
is indispensable for full knowledge of the subject. Our 
judgments on every part of the tax system will be affected 
by our theory of incidence. Take, e.^'. the question of 

^ On this difficult subject reference may be made to Professor Seliginan’s 
masterly study, Tkc Shifting and Incidence of TaxcUiotty the first edition of 
which appeared at the same time as the first edition of this work. It, especially 
in the second enlarged edition (1899), enters into special points both of history 
and of theory at much greater length than would be allowable in a general 
manual. The large amount of agreement between Professor Seligman’s con¬ 
clusions and those set forth in the text affords a gratifying confirmation of their 
correctness. Professor Edgeworth’s series of articles on various aspects of 
incidence are highly importont. See his * Theory of International Values,’ 
Economic [oumaty iv. 435 sq. ; ‘Pure theory of Taxation,’ ib. vii. 46 sq., 
226 sq. ; ‘ Incidence of Urlxin Rates,’ ib. x. 183 sq., 340 sq., 487 sq. See 
also tfi*c collection of opinions in Memoranda on Classification and Incidence 
[C. 9S28J. 
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justice. How can we say that any given arrangement of 
taxation is fair unless we know its reaj, not merely its 
apparent, incidence? The extent and limits of the shifting 
of taxation are elements in estimating the e.xpediency of 
exempting the miniinum of subsistence, of imposing a pro¬ 
gressive income-tax, or of taxing articles of consumi)tion. 
Instead of confining our attention to surface apjicarances, 
we must e.xamine the underlying conditions, and estimate . 
in their entirety the effects of fiscal regulations. 

This complicated investigation will occupy the present 
chapter. We shall seek to establish the general laws of 
repercussion and their most important results, reserving the 
treatment of the several taxes for the a])propi iato place.* 

^Here a question as to the [iropcr use of terms arises. 
Most writers distinguish between the ‘incidence’ and the 
‘effects’ of taxation, employing the former to denote the 
falling of the actual burden, and re.serving the latter for the 
various economic results. This is the position of Professors 
Seligman and Adams. But the latter at least appears to 
limit the burden to the actual payment to the State.’'* It 
seems more in accordance with language and principle to 
treat the loss incurred by the citizen as coming under the 
head of incidence even though the State does not obtain 
revenue. The burden of many taxes is greater than their 
yield, but it is hardly admissible to cut up this burden 
into two parts, one, measured by state receipts, belonging 
to the topic of incidence, while the balance is treated as 
the ‘effect’of taxation. Mr. Cannan propo.ses the heroic 
measure of discarding the term ‘ incidence ’ altogether.^ 
But the expression is far too well establi.shed, and also far 
too convenient to be thus summarily abandoned. 

§ 2. Popular discussion of financial matters has always 

* See the sections on incidence in the several chapters of Bk. iv. (ch. i, § 9, 
ch. 2, §§ 5, 13, ch. 4, § II, ch. 6, § 16, ch. 7, § 7, ch. 8, §§ 2, 6, ch. 9, § ii). 

* * Manifestly there can be no payment by the citizen unless there is a cor¬ 
responding receipt by the Government.’ Adams, Finance^ 388 9. 

* ‘ I have no doubt that it is desirable to eschew the use of the tc/Tn “inci¬ 
dence ” of taxation.’ Memoranda^ 166. 
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given a large place to this special topic. The real inci¬ 
dence of tithes, of import duties, and of local rates has been 
hotly debated at' many a dinner-table and in many a' 
tavern, and very positive conclusions have been reached in 
entire ignorance of the grave difficultiei’ that surround any 
attempt to determine accurately these and similar points. 
It takes some training to .see that confident decisions as to 
the division of rates between landlord and tenant, or of 
duties between producer and consumer, cannot be made 
in a ready and off-hand way. Such is, however, the case. 
The complications are too great; the subtle modes in 
which pressure applied at one point is diffused over a wider 
area are too hard to be followed without a clear appre¬ 
ciation of the general conditions and a careful use of the 
slippery instrument of abstract deduction. In dealing with 
the problems of incidence we are at that part of finance 
that touches most closely on economic theory in its hardest 
form. 

Scientific students have long recognised the fact, and the 
earliest efforts of financial inquiry have been directed to the 
question of the incidence of taxation. In .some instances it 
was apparent that duties temporarily paid by the seller of 
a commodity were only advanced by him, to be obtained 
later on from the buyer in the form of increased price.^ 
The extension of this result to all ca.ses of taxation on pro¬ 
ducers or dealers was so plausible that it became an accepted 
doctrine of practical finance before passing into a theoreti¬ 
cal form. This particular position dealt only with readily 
observed facts, and was confined to outward and apparent 
effects of taxation. A far more important step was made 
when the fruitful idea of a single source from which all 
taxes must, in the last resort, come suggested itself. The 
doctrine found a definite expre.ssion in Locke’s statement 
‘ that taxes however contrived, and out of whose hands 

* Tacitus* notes the fact in the case of slaves: * Vectigal . . . venalium 
niancipi<»um remissums specie magis guam vi^ quia cum venditor pendere 
juberetur in partem pretii einptorihus accrcsccbat/ Ann. xiil. 31. 
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soever immediately taken, do in a country where their great 
fund is inland for the most part terminate upon land.’* 
Put forward tentatively by Locke in cdnnexion with his 
controversy as to interest, the conception of land as the true 
source of taxation was made the basis of a practical plan by 
Vanderlint,^ and more fully developed by the Physiocrats as 
a part of their view of the ‘ net product.’ 

This earliest scientific theory of shifting rested on certain 
general assumptions, some of which we have already 
noticed.* They arc (i) that wages arc at the minimum 
point of subsistance, (2) that taxation of profits will drive 
capital out of industry, and by thus reducing the supply 
raise the rate to its former point, the tax excluded, and (3) 
that expenditure for consumption is simply the employment 
of income, and that increased prices through taxation will 
conijjcl a compensatory increase of money wages and 
profits. By aid of these propositions it was easy to establi.sh 
that taxation of wages or profits or their outlay must be 
passed on to some other class in .society. The gains from 
commerce and professional avocations were brought under 
the same principle by the ingenious argument that they 
also were necessary to secure the continuance of the par¬ 
ticular trade or profession.^ 

We thus obtain a rigorously complete theory of incidence 
accompanied by a description of the mode in which the 
shifting is carried out from the points of initial pressure to 
the ultimate resting-place. The equalising agency of com¬ 
petition and the necessity for normal wages and jirofits are 
the forces that push the burden of taxation on to the land¬ 
owner’s revenue. This conception of society as a mechanism 
in which strains were distril>utcd in obedience to general 
laws, quite independent of legislation or intention, was 

* * Considerations on the Lowering of Interest,’ Misc. Works^ 595 * 

2 For a full account of the views of the earlier English writers on these 
questions, see Seligman, IncidtHCCy 11-91 (Part 1. Bk. l). 

* Bk. iii. ch. 4, § 2, 

* See Turgot, i. 442-4, for an application of this argument to th^ case of 
Holland, which had been brought forward to refute the doctrine of Quesnay. 
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thoroughly grasped by the physiocratic school, and was 
applied by them to the incidence of taxation as well as to 
economic distribution in general.* 

The contrast so often noticed between Adam Smith and 
his French contemporaries, appears clearly in his treatment 
of the question of incidence.^ The sharp and definite 
theory that regards all taxation except that on rent as 
necessarily shifted is changed into the broader doctrine 
that transference may or may not take place according to 
circumstances, and may fall on any one of the three con¬ 
stituents of income. In the application of these general 
positions several qualifications are introduced. Taxes on 
wages are always, Adam Smith holds, transferred, partly to 
the consumer in higher price, partly to the landlord in 
lower rent. The employer must have his ordinary profit, 
and he recoups himself for his larger wages’ bill by in¬ 
creasing his sale price, or, if a farmer, by giving his landlord 
a smaller amount of produce. The share of profit known 
as employers’ gain is also unamenable to taxation, as being 
merely the necessary reward of the entrepreneur.^ Interest, 
though capable of bearing some of the public charges, is 
difficult to estimate, and its root, capital, is apt to emi¬ 
grate when placed under exceptional charges. Taxes on 
necessary articles of consumption tend to raise the wages 
of labour, and therefore are, like direct wages taxes, passed 
on to the consumer or the landlord. A house-tax tends to 
fall partly on the occupier, partly on the ground-landlord, 
the builder in the long run always receiving his normal 
profits. 

The result of the inquiries on incidence in the Wealth of 
Nations is a modification of ihc Economistes' view. Though 
the landlord is still the chief bearer of public charges which 
are shifted on to him from various points, while his special 

* For the physiocratic doctrine of incidence see Quesnay, Second Prohlhne 
(ed. Daire), 427 sq.; Turgot, i. 392-444; Seligman, Incidence, 96-112. 

® There can, however, be little doubt that Adam Smith was much influenced 
by the physiocratic teaching 011 this subject. 

* Wealth of Naiions, 357. 
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burdens are not transferable, he is not the sole bearer : 
the capitalist has to contribute a share, and the vague class 
of consumers has to pay on the taxed forms of e.xpenditure 
which may come fh^m rent, profit, or even (in the case of 
taxes on luxurie.s) wages. The landlord has, nevertheless, 
as Falck remarks, the ‘ lion’s share of the payment of 
taxes,’ and therefore in part Adam Smith occupies the 
physiocratic position.’^ 

The title of Ricardo’s treati.se marks taxation as one of 
its subjects, and it may be said that the space devoted to 
that topic is altogether occui)icd with the question of 
incidence. Adam Smith’s positions arc corrected in the 
light of the newer theories of population and rent. In fact, 
Ricardo’s doctrine of taxation is a development of his 
theory of distribution. Notwithstanding the generally 
loose form of his writings, there is an amount of precision 
about his statements as to the movement of taxes that has 
made him the leading representative of economic orthodoxy 
on these points. Reduced to a definite form his views are 
represented in the following [iropositions, resting, it must 
be noted, on the assumptions of (i) .self-interest as the 
motive power of action, and (2) the complete mobility 
—at least within the same country—of labour and 
capital. 

(i) A tax on economic rent is not transferable ; it remains 
on the landlord. (2) A tax on the wages of ordinary la¬ 
bour is transferred to the cmiiloyer, and is in reality a tax 
on profits. (3) A tax on profits in general is not trans¬ 
ferable, and must remain on the ca|jitalist; but (4) a tax on 
the profits of a particular employment will be transferred to 
the consumers of its product. (5) Taxes on commodities 
paid by the producer are pas.sed on to the consumer, as in 
the case of taxes on particular profits. (6) In the case of 
commodities consumed by the labourers there is. a further 

* See Wcallh of Nations, Bk. v. ch. 2 pt. 2. For exposition aiAl criticism 
of his views •see Kaizl, Oberwdhung, 3 8, and Falck, Stettcriiberwiihutis, 
30-48. 
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shifting from thq consuming labourers to the capitalists 
who employ them * 

The main outlines of this theory of incidence reappear 
in J. S. Mill’s Principles, with some not unimportant amend¬ 
ments. For example, the higher classes of wage-earners 
are admitted as possible bearers of taxation. In their case 
a tax on wages may or may not be shifted. The results as 
to tithes and profits are somewhat altered, and greater 
emphasis is laid on the tendency of profits to a minimum. 
Hut these are special points: speaking broadly, there is no 
part of Mill’s work which so fully deserves the de¬ 
scription ‘a readable Ricardo’^ as that which deals with 
taxation.'’ 

§ 3. The very general adoption of the Ricardian theory 
in its developed form as the sole and e.xclusive scientific 
doctrine makes it advisable to note some of the objections 
that prevent us from accepting it as a complete interpreta¬ 
tion of the phenomena of incidence.* Some of these 
criticisms have been forcibly urged by Cliffe Leslie and 
Held, but the)' may be put in a more general form. The 
first weak point in Ricardo’s position is his ambiguous 
treatment of consumption and consumers. In his general 
schema of distribution there is no place for the consumers 
as a class, but we often find him asserting that a given tax 
does fall on ‘ the consumer.’ How are we to explain this 
apparent discrepancy? The most natural answer is that 
landlords and capitalists make up this class, the labourers 
being normally outside it, as their consumption is a part of 
the expenses of production. This explanation is not com¬ 
pletely satisfactory, for it is plain that all landlord* and 
capitalists are not affected by particular taxes falling on 
consumers, and yet no critenion for distinction is suggested. 

* On Ricardo’s doclrine of incidence see Falck, 48-70; Kaizl, 8-11, 

* Nicholson, Introduction to Wealth of Nations^ 9. 

* On J. S. Mill’s differences from Ricardo see Falck, 71-90. He points out 
that * Mifi’s doctrine of the operation of taxes differs but slightly and only on 
ipccial points from that of Ricardo/ 71. 

* Cp. Professor Seligman’s remarks on Ricardo, Incidence, X17-121. 
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The necessity for studying the forms of^expenditure as a 
department of economics seems clear from this considera¬ 
tion. Besides the pressure that falls on the primary division.s 
of income, there is ?he additional one on the employment of 
that income, and differences in its employment produce 
differences in pressure. A doctrine of incidence that is 
confined to the receipt of income without regard to its , 
expenditure is so far defective. A second objection to the 
theory is its dependence on a few unduly simplified condi¬ 
tions. Social forces arc regarded as definite and precise in 
their action, and very positive statements are made on the 
strength of this insecure foundation. Thus taxes on wages 
and on labourers’ necessaries are regarded as being always 
transferred to the capitalist, a proposition true only dn the 
assumption that wages are at the minimum, and that any 
change in them will at once act, and act proportionately, on 
population. In the same way the equality of profits and 
the complete dependence of rent on the margin of cultivation 
are made to support very sweeping propositions as to the 
incidence of taxation. If we allow that the economic forces 
of population, of competition in regard to the employment 
of capital, and the movement of cultivation are not quite so 
regular in their action, the deductions made from them must 
be qualified. Thirdly, the theory exaggerates the simplicity 
not merely of economic forces, but also of the forms of 
taxation. Taxes on rent, on profits, or on wages are not all 
the same, and the particular mode of imposition often affects 
the incidence. There is need for much care and discrimi¬ 
nation in using those results of deduction that depend on 
the identification of so many different taxes. Finally, far 
too little notice is taken of the actual fects and of the 
unavoidable limitations in the application of theoretical 
principles. The orthodox theory of incidence professes to 
explain what will happen in the long run, ‘ but taxes,’ as 
Leslie well remarked, ‘are paid immediately under tjie real 
conditions of life and out of the actual wages and profits or 
other funds of individuals, not out of hypotheses or abstrac- 
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tions in the minds of economists.’^ Knowledge of what 
will happen when the limit is reached is, no doubt, desirable, 
but what takes place during the process of adjustment 
should also be noticed. < 

The existence of these imperfections does not destroy 
the great service of the doctrine as a preliminary or intro¬ 
ductory inquiry ( VorsUtdmtn). Without some such attempt 
the intricacies of incidence could never be explained, and it 
is by expansion and correction of the Ricardian procedure 
that advance can best be made in the explanation of these 
problems. As an intellectual exercise the abstract theory 
of the shifting of taxation has a high disciplinary value. 
The root-error of its followers lay in taking a part for the 
whole. 

§ 4. The course of development in the preceding theories 
is clear enough. From the fust suggestion of Locke to the 
compact exposition of J. S. Mill there can be traced a series 
of connecting links and alterations in consequence of wider 
knowledge. Adam Smith has the French theory constantly 
in mind, as Ricardo in turn has the ideas of the Wealth of 
Nations. All have in common the recognition of certain 
points on which the pressure of taxation ultimately rests, 
and all, it may be added, suggc.st the wisdom of adapting 
legislation to the conditions of incidence in order to secure 
a fair distribution, or at least to prevent unnecessary waste 
through friction. 

Another group of doctrines has a quite different tendency. 
In place of investigating the complicated shiftings that 
settle the ultimate incidence, it either denies the possibility 
of ascertaining them, or assumes that they bring about a 
general diffusion of the burden over the whole society. 
The natural conclusion is that the particular forms of taxa¬ 
tion are altogether immaterial, as, whatever be the immediate 
charges,,the burden is finally distributed in an equitable, or 
inequitable, manner. 

The first scientific statement of this view is ascribed to 

' Es:>ays (2nd edilion), 384. 
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N. F. Canard, whose essay, attacking the theory that all 
taxation must fall on the owners of land, hbtaiiied a prize 
from the French Academy. The gist of his argument is 
that there is surplus product in labour and commerce as 
well as land, and that taxation falls on all of these ‘ net pro¬ 
ducts.’ The process of diffusion is carried out by e.xchange, 
buyer and seller in each transaction dividing the amount 
of tax imposed, and at every fresh exchange a division of 
the part of taxation transferred takes place until ultimately 
the charge is spread over all the parties concerned. Ex¬ 
tending this conception to the whole .society, taxation 
comes to be regarded as after a time diffused equably 
among all its members. The qualification as to time is im¬ 
portant, for the process of diffusion is not complete at first; 
con.sequently old taxes are the be.st, and all new taxes, 
or even changes in existing ones, are to be deprecated 
as disturbing the beautiful and harmonious distribution 
which relieves the legislator of any trouble respectitig the 
apparent merits or demerits of existing taxes.' 

The comfortable nature of this theory has made it a 
popular one. Withcnit adopting Canard’s peculiar e.x'pla- 
nation of the mode of diffusion, Thiers asserts the general 
diffusion of the public charges ; .Stein, from a still different 
point of view, reaches what is practically the same result. 
In his opinion the whole theory of shifting is an error 
arising from imperfect comprehension of the real nature 
of the process, which in reality contains two different parts. 
For, first, a tax is a part of the cost of production similar 
to the expense of raw. materials or labour, and like other 
expen.ses must enter into price, and taxation is through 

' Canard’s Prittciples d^conomU politique appcarc <3 in 1801. See KaizI, 
11-15, tor rr clear summary, and also Seligman, Incidence, 125 -128. An early 
Statement of the theory, limited to taxes on coninindities, is that of Alexander 
Hamilton. * Imposts, excises, and in general all duties upon articles of consump¬ 
tion may be compared to a lltiid which will in lime find its level with tRe means 
of paying them. ... In the course of time ami things an cc|ullihriinn, aj^aras 
it is attainable in so complicated a subject, will be cstaldishcd everywhere.' 
Federalisty 124. Cp. su/’ray Bk. iii. ch. 3, § IS- 
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this medium ‘diffused from one to another’ until it extends 
to all. Again, from a higher point of view, the portion 
of product paid in taxes is a surplus product, the result of 
the services of the state administration, which pays back 
at least what it receives. The conception of incidence of 
taxation has to be replaced by that of the ‘ production of 
taxes.’ ^ 

This theory has also had a good deal of vogue in England 
amongst members of Parliament and officials, but is often 
held along with other and Inconsistent theories. Thus, Sir 
E. W. Hamilton, after di.scussing at considerable length the 
incidence of certain taxes, finally comforts himself with the 
reflection that ‘ perhaps there is more truth than is popu¬ 
larly supposed in the optimistic theory of general diffusion, 
which is that “ taxes equate and diffuse themselves, and if 
levied with certainty and uniformity they will, by a 
diffusion and repercussion, reach and burden all property 
with unerring certainty and equality.’”® Sir R. Giffen 
expresses his full agreement ‘ in the opinion that all old 
taxation tends to become equally diffused over the whole 
community.’® So Lord Avebury makes the same quota¬ 
tion as Sir If. W. Hamilton, and approves of it in similar 
terms,* This docs not hinder him from as.serting that ‘the 
Commi.s.sioners make out a very strong ca.se for further 
relief to real property, especially after the additional burden 
thrown on it by Sir W. Harcourt’s budget.’ ® 

Clo.sely allied to belief in the theory of diffusion is the 
disposition to regard the problem of incidence as insoluble, 
and at the .same time to treat all questions of taxation as 

’ Stein, ii. 550-591. For the views of Thiers and Stein see Seligman, 
129-132. 

“ Memoranda on Clasufualion and Incidence^ 51 - 2 . (The quotation is from 
Mr. D. A. Wells.) 

* Jh. 99. It is (luitc in keeping with this school of thought that he should 
immediately add, ‘The case of old rates which lend to heeomc a rent charge 
on the pco[icrly affected is, however, a very special one,’ thus mixing up the 
‘ diffusion’ theory with the ‘capitalisation’ theory. 

* AsJdre.ss on ‘ Imperial and Local Burdens,’ Statistical fournal, Ixiv. 566. 

’ Statistical Journal^ Ixiv. 559. 



CHAP.v' SHIFTING AND INCIDENCE OF TAXATION 371 


if it were non-existent.^ To deny that the incidence of 
taxation is discoverable seems to be the first step towards 
believing that it is unimportant.'-^ 

No lengthy critic^m of the negative theory of incidence 
is needed.^ Facts speak for themselves : if the incidence 
of the public burdens be really .so settled that legislative 
action has no effect, how comes it to pass that some forms 
of taxation are much more oppressive than others? It is 
impossible to escape entirely the weight of a load by judi¬ 
cious arrangement of it, but it is quite feasible to diminish 
the fatigue it produces. Canard’s doctrine is contrary to 
experience, and is not established by abstract reasoning. 
There can be no doubt that taxes arc not always a part of 
co£t of production, but in any case the real question is 
whether they can always be shifted by the immediate 
|)aycr, and to this the answer must be a decided negative. 

^ This altitude is ailoptcd in the ‘ Soparalo Report ’ of Sir 1 '.. W. Hamilton am) 
Sir G. Murray, in v hicli the problem t>f incidence is cliaraeterised as ‘ insoluble.’ 
‘ Incidence,’ it is added, ‘ must in sh.orl be merely a mailer of conjecture and 
sj)cculalif)n.’ Final Report on Local Taxation^ 109 [Cd. 638]- Ia>rd Avebury 
also api'iroachcs Ihc same position, S/ati':/icalJoii> nal, Ixiv. 5 S 9 * may 

be noticed that he mi.srcprescnis lV<.)f. Nicholson’s opinion. That writer’s 
assertion, ‘ that an answer is impossible,’ is limited to the incitlence «)f in)pt>rl 
and export duties, it tlocs not apply to ‘rates or taxes ’ generally. See liis 
Principles, iii. ch. 10.) 

* A prominent representative of tliis attitude is Hehl, who declares; ‘Die 
tjberwalzung ist gewiss kein leines I’lianlom, aber sic ist noch weniger iin 
cinzelnen Falle nachweislicli.’ Fin/co/finicnstcuer, 145-6. 

^ Lord Avebury remarks that ‘ J’rof. llaslable also condemns Canard’s view. ’ 
He quotes the statement in the text, and adds, ‘ But unfortunately he gives no 
refutation cither short or long.’ Statistical Jottrnal, Ixiv. 567. Considering 
that the remainder of the chapter is ilevotcd to setting forth a theory of in¬ 
cidence which is quite inconsistent with Canard’s thcoiy, and which, if true, 
completely overthrows it, this desire fora ‘ refutation ’ ajipears rather unreason¬ 
able. The best refutation of an erroneous view is the exposition of the true 
one. As I’rof. Seligman well says (in a passage not quoted by Lord Avebury), 
‘ The optimistic theory is so superficial that it scarcely deserves a refutation. 
.... Our review of the eclectic theories as well as the W’holc po.sitive and 
constructive part of the present monograph will show the shallowness of the 
doctrine. Were the theory true there would 1)C no need for any investigation 
like the present.’ Incidence, 134. It is only necessary to a<ld that none of 
the passages of this work quotc<l by Lord Avc’oury l>€ars the meanTng he 
appears to attribute to them. See § 9, infra, and Bk. iv. ch. 3, § 3. 

B B 2 
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The desire to pass on the burden may be universal, but the 
capacity to do so- is limited. Even in the special case of 
taxes on commodities it is not always open to the producer 
to shift the duty to the consumer. As/'egards other taxes, 
the very idea of cost of production is quite inapplicable. 

§ 5. In proceeding to examine more closely the condi¬ 
tions of our problem, it is well to remember that the total 
denial of the existence of shifting and the assertion of its 
universal existence are both unfounded. That, e.^. taxes on 
commodities are sometimes transferred by the immediate 
payers is an obvious fact. No one can believe that the dis¬ 
tillers bear the whole burden of the English spirit duties. 
On the other hand, it is just as incredible that a landlord 
could entirely shift a tax on rent to his tenant or any other 
class, or that the payers of Income tax could completely 
relieve themselves at the expen.se of others. The existence 
and the extent of the process of transference must depend 
largely on the conditions of the case, and it is these con¬ 
ditions that a general theory of incidence has to consider 
and explain. 

The course of transference may be in different directions, 
aixl according to its starting-point and direction it is neces¬ 
sary to distinguish. Where the movement is from the pro¬ 
ducer to the consumer, or, more generally, from the seller 
to the buyer, there is ‘forward shifting’ ; where it is from 
the buyer to the seller, there is ‘backward shifting’; where 
■ the process of shifting affects more than two parties, it 
leads to ‘diffused incidence.’' 

The simplest instance of shifting is, as more than once 
mentioned, that in which the producer of a commodity 
passes on the charge in increased price to the consumer. 
A closer examination of this familiar ca.se will suggest some 
important conditions. Why does the buyer submit to this 

' The terms in the text are the nearest equivalents of ‘ FortwHlrung,’ ‘ Ruck- 
walzung,- ^ind ‘ Weiterwalzung,’ which are used by German writers, but with 
various ^minute differences. The process called ‘ Abwalzung ’ by Hock and 
Wagner should not be regarded as belonging to the subject at all. Sec 
Hock, 96; Wugner, ii. 346-8. 
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additional charge ? An increase in price tends to reduce 
demand, and will not the falling off bring about a re¬ 
turn to the old level ? The usual reply would be that 
the dealer or prodveer had been obtaining normal profits 
before the imposition of the tax, and that without an 
increased return sufficient to compensate for the new charge 
he would not, or could not, continue in the business. The 
doctrine of average profits resulting from the effective 
mobility of capital is thus the foundation of the proposition 
that taxes on commodities levied on the [)roduccr are 
shifted to the consumer. The reason for the proposition 
also shows its limitations ; wherever an industry is yielding 
such exceptional gains that ta.xation will not reiluce them 
below the supposed normal level, the motive for aban¬ 
doning the employment not being present, the force that 
produces .shifting will not be in operation. It may there¬ 
fore be allowed that, so far as producers’ gains are at all of 
the nature of monrjpoly, taxation will s|)ecially affect them. 
But here a further qualification is pre.sentcd. Ivxceptional 
gains may be made by some producers, but not by others ; 
in fact in nearly every industry some of those engaged in 
it can barely hold their ground. This unfortunate class 
must, on the increase of ta.xation, either raise their price 
or leave their business ; if they can succeed in the former 
attempt, their successful comi)etitors will gain by it, and 
shift their charge to the consumer ; if they fail, the margin 
of pure profit is raised, and the burden will remain on the 
producers. It is possible, and indeed likely, that the actual 
result may be a compromise. Some of the weakest pro¬ 
ducers may be driven out, but the price may also be 
somewhat raised, in which case there will be division of the 
charge. Therefore the true conclusion is, that when there is 
complete mobility taxation will be shifted from producer to 
consumer. Again, the possibility of shifting taxation of 
the kind under notice does not depend simply on the 
elasticity of supply ; the effect that changes in prieft will 
produce on demand must be considered. Taxation imposed 
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on a necessary article, or one which forms a very small part 
of the total outlay of the consumer, will, since demand is 
inelastic, be more likely to pass on at once to the consumer 
than if the commodity belonged to that large intermediate 
class, the demand for which is speedily checked or increased 
by an upward or downward movement of pricc.^ Again, if 
increased expenditure has to be devoted to taxed articles, less 
remains to be applied in the purchase of other goods ; the 
consequent reduction may lower prices in other industries 
from which withdrawal is not economically expedient, and 
accordingly diffuse the indirect incidence of the tax to a 
different set of producers. Further, it must be remarked 
that as all industrial processes are really complex, it is quite 
possible that a tax may not affect the holder of floating 
capital who is ready to .seek other investments, but may fall 
entirely on the owners of land, or spcciali.sed capital suitable 
for the production of the article. Both land and fixed 
capital are indeed capable of different u.ses, but the alter¬ 
native ones arc necessarily less profitable than that in which 
they are actually engaged. Hindrances to mobility are 
hindrances to shifting of taxation. The very application of 
a tax of itself produces disturbing effects. Additional 
caifital has to be employed, restrictions, which mean the 
sacrifice of time and money, come into force, both tending 
to reduce the number of producers and to concentrate 
industry. The production approaches to a qualified mono¬ 
poly, and thus the weight of taxation falls, so far as actual 
receipts are concerned, on the consumers, with a further 
loss to the small producers excluded from the business. 

The case of a strict monopoly is of sufficient theoretical 
importance to receive some special notice. Starting from the 
admitted fact that the normal monopolist endeavours to 
make his net return as high as possible, it follows that a tax 
on the commodity that he produces will, by increasing his 
expenses of production, tend to reduce his net receipts, but 
\vhet'ner the whole or even the greater part of the tax will 
* Cp. Seligman, Incidence, i,}8 icp ; also Jevons, Theory, l6i sq. 
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be borne by him or by the consumers will depend on {a) the 
conditions of demand, and also ( 6 ) on those of supply. If 
a slight rise of price seriously checks consumption, or, in 
other words, if the demand is elastic, the monopolist suffers 
more than in the case of inelastic demand. Again (d) if 
the condition of diminishing return operates, the tax may, 
and probably will, be in part compensated by the cheaper 
production of the marginal portion of the reduced supply. 
The condition of increasing return makes a tax more oppres¬ 
sive, since the cost will rise with contraction of supply. 

But the theoretical conception of a pure monopoly is of 
little direct service in dealing with the cpiestion of inci¬ 
dence ; for in very few cases is a monopoly strictly so called 
to*be found. There is in truth rather a number of instances 
of limited or cjualified monopolies, arising in part from 
natural, in part from legal limitations. Both monopoly 
and competition have to be considered, and in particular the 
interaction of these opposed conditions as well as the effect 
of financial changes in readjusting these areas.' 

The preci.se method of ta.xation employed will have an 
important influence; whether the duty be im|Jo.sed at an 
early stage or allowed to lie over till the article is ready 
for the consumer ; whether the measure adopted is supposed 
capacity of production or actual product are very material 
circumstances in deciding the exact incidence. 

Thus the apparently simple case of taxation of com¬ 
modities appears to be really surrounded with complications 
that need close and careful study. The same ciuestions 
would arise if the tax were levied directly from the 
consumer ; there would be the possibility of a backward 
shifting, just as there is of failure of the forward one. In 
fact, as the position is sometimes e.xplained, there is a 
struggle between producer and consumer, each striving to 

' For the economic theory of taxation of monopoly, see Marshall, Prituiples. 
(3rd cd.) Bk. V. ch. 13, § 4. Also the articles by Kdgcworlh alreiwly referred 
to, especially The Pure Theory of I'lixation^ No. ii. {Eceuontic fournaf^ vii. 
226-38). Cournot seems to have laid the foundation of the scicniihc analysis 
of monopolies in his Math^matujueSy chs. 5, 0. 
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throw the loss on the other, and much will depend on the 
relative strength of the parties. As a rule producers are 
a smaller and better organised class, and therefore have 
the chances in their favour, though yhere they possess 
any differential gain, this advantage is lost to them. Fresh 
increases of taxation are passed on to the consumer more 
readily than reductions are restored to him. This element 
of friction has another effect. Small additional amounts of 
taxation are not easily shifted ; a few pence on or off the 
gallon of spirits cannot directly influence retail price. The 
initial .shifting always implies an effort, which, however, very 
readily takes place in industries accustomed to alter prices 
as the various expen.ses of production change. Additional 
taxation and a rise in the price of hops are events of ex¬ 
actly the same kind to the brewer, and their final result is 
distributed in the same way. 

The diffusion of the burden may be still more compli¬ 
cated. In modern society products pa.ss through the hands 
of several distinct classes before reaching the consumer, and 
the struggle of buyer and seller will be repeated at each 
separate stage. The existence of monopoly or of some 
form of limitation at any point may prevent the shifting 
passing any further. An economically strong intermediate 
group may throw a charge back to the producer, send it 
forward to the consumer, or divide it between both. 

The foregoing analysis of the actions and reactions that 
may accompany or result from the imposition of a tax 
on a commodity shows the general conditions that are 
influential.' They are (i) the presence or absence of mobil¬ 
ity ; in the former case, the normal shifting to the con¬ 
sumer will take place ; in the latter it is retarded: (2) the 
law of demand for the particular commodity; on this 
depends very much the extent to which there will be a 
reflection of the burden either back to the producer or to 

* Cp. the more elaborate enumeration in Seligman, Incidcncey i8i, which 
applies to taxation in general rather than to the special form of taxation on 
commodities* 
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other industries : (3) the presence or absence of monopoly: 
(4) the method of taxation as affectingf the preceding 
conditions : (5) the organisation of the industry and its 
division, and (6) tl^e amount of taxation. In regard to 
this last circumstance, it may happen that additional taxa¬ 
tion will increase the force of competition. The new ele¬ 
ment may be just the last thing wanting to break up the 
existing settled conditions. This will be e.asily understood 
by considering the effect of successive very small additions 
to the duty on a given article. Each of these will tend to 
remain on the payer, but as soon as the additions arc 
sensible, or easily distributed, the shifting movement will 
begin to act. Even in the case of the most rigid and gain- 
fui monopoly, the producer must, if ta.xation be carried 
sufficiently far, either pass on the weight or abandon the 
undertaking. 

§ 6. The comparatively easy case of a tax on goods 
enables us to perceive the general character of the changes 
in incidence produced by the process of shifting. We have 
now to deal with the more im[)ortant and interesting ques¬ 
tion of the movements of incidence in respect to the 
incomes of the different economic classes. The whole 
tendency of modern economic science has been in the 
direction of emphasising the fundamental similarity between 
the departments of exchange and distribution.^ Rent, wages, 
interest, and employens’ earnings arc exhibited as the prices 
of the respective services of land, labour, capital, and busi¬ 
ness ability. Might we not say that a tax on any of these 
commodities would be amenable to the same reasoning as 
that already applied to material goods, the consumers of 
each of the factors of production being those other factors 
that need its co-operation ? This mode of treatment is, we 
believe, unsuitable, owing to the distinguishing pecularities 
of the shares in distribution. Their production is not in 

' ‘ The theories of the values of labour and of the things made by cannot 
be separated ; they are parts of one great whole.* Marshall, PrituipUs^ 
Preface, viii. 
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the same form or subject to the same conditions as that 
of ordinary comlnodities. Nor is the nature of demand 
the same in respect to them. The attempt to bring com¬ 
modities and services under a commott heading seems to 
be an undue .straining of the analogy that undoubtedly ex¬ 
ists. A better mode of dealing with the question is rather 
to consider it in the light of the theory of distribution, while 
availing ourselves of whatever is applicable in the case of 
taxation of material commodities. 

There is no need for attempting here to re-state the 
economic theory of distribution. The work of Ricardo 
has been filled in and placed in closer relation to actual 
conditions by the ablest workers of the past and present 
generations,1 who have carefully elaborated the originally 
fragmentary doctrines on the subject. The main conditions 
affecting changes in distribution must, however, be noticed ; 
for the effect of taxation is plainly a deductiem from the 
total produce— i.e. so much loss to be re-distributed among 
the parties concerned.^ ' 

Assuming competition, the main circumstances on which 
the amount of rent depends are the position of the margin of 
cultivation, and the several qualities of land that lie above 
it. Change either the worst land in cultivation, or the rela¬ 
tion to it of the superior soils and the quantity of rent will 
be altered.^ In estimating the ii«;idence of a tax on rent, 
its effect on these conditions is the first consideration. 
The usual way of showing that a tax on rent cannot be 
shifted is to point out that it does not affect that particular 

^ See Ricardo, Principlesy chs. 1-6; J. S. Mill, Princip/eSy Bk. ii. ; Sidg* 
wick, PrincipleSy Bk. ii. ch.s. 6-9 ; W.alkcr, Political Rconoinyy pt. iv, ; Mar¬ 
shall, Economics of Industry (ist edition), Bk. ii. chs. 6-12; Principles of 
EconomieSy Bk. vi. chs. 4-II ;‘Nicholson, Principles of Political Economyy 
Bk. ii. 

^ The increased produce that wisely expanded taxation provides is not a 
determinable quantity, otherwise it would ])erhaps be possible to regard it as 
the source of taxation, as the older theory of State services suggests. 

® The facts that land may vary in productiveness either from fertility or 
situation, and that cultivation may be either extensive or intensive, make the 
statement more complex, but do not alter its essential nature. 
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land that pays no rent, and consequently leaves the deter¬ 
mination of the total amount, including thfe tax, as before. 
Ricardo and some of his nearest disciples diffored as to the 
incidence of tithes' or proportional taxes on the raw 
produce of land. The former maintained that such a tax 
must fall on the consumer, since in the case of produce 
from the worst land in cultivation there was no rent on 
which it could be placed, and it was the yield from this 
land that determined price ; as the cultivator would need 
his average profit, the shifting to the consumer was neces¬ 
sary. Senior and McCulloch, on the other hand, held that 
the rise of price would check demand, and therefore by 
changing the position of the margin in an upward direction 
wttuld reduce rent.^ Without discussing the special i)oint 
at issue, which belongs to the group of land ta.xes,- we see 
that the criterion used by both is the effect on the general 
condition of agricultural industry. That on the hyijothesis 
of jjerfect competition a ta.x on rent must remain on the 
payers is an indisputable truth, but for the cases of actual 
taxation it is important to bear in mind that economic rent 
is mixed up with other elements. The investment of c.qjital 
in land yields a return in many instances indistinguishable 
from economic rent, but at the same time it is ‘really the 
profits of the landlord’s stock.’ “ So far as no discrimination 
can be made between these components, the incidence of a 
tax will fall to some extent on the return to capital, and, if 
sufficient to discourage its investments, will tend to be passed 
on to the consumers of agricultural products, since land of 
inferior natural quality must be cultivated in order to supply 
the required quantity. 

The opposite cases of taxes im[)osed elsewhere falling on 
rent is much more probable. The class of differential gains 
of which rent is one very conspicuous instance is peculiarly 
liable to be affected by taxation. The influence of com- 

> See Ricardo, Worts, 104: Senior, Political Econom)i, 123; McCulloch, 
note 30 to Wealth of Nations. 

* See Bk. iv. ch. 1 . 
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petition Is, speaking generally, effective in distributing 
special burdens on a particular industry; but where 
special gains have been obtained an equivalent tax is the 
restoration, not the destruction, of equality. This is the 
kernel of truth in the Physiocrats’ belief, and on it their 
exaggerated doctrine was based. No kind of actual tax 
can be imagined which might not under certain conditions 
diminish the fund that goes to the landowner. Wages, 
interest, employers’ receipts, duties on goods, or on acts, all 
supply such examples, and they all accomplish their effect 
by operating on "the margin of cultivation in the widest 
sense. The complicated working of the tax-system is very 
well shown by this circumstance. It is, as we discovered, 
very difficult to single out differential gain.s for exclusive 
or extra taxation, but the ordinary agencies of economic 
life are tending to that object, though of course in a very 
limited and imperfect way. They strike alike the earned 
and the unearned increment, the investment profitable 
through the foresight of the prudent employer and the 
lucky chance of the rash s[)cculator, the rents of careful 
and improving as well as of Inattentive and tyrannical 
landlords. 

§ 7. Taxation of the capitalist’s share of the national 
income gives rise to more difficult problems than those 
Connected with rent. Between the doctrine of Turgot, that 
a tax on profits is always, and that of Ricardo, that it is 
never, shifted,^ we have to take an intermediate position. 
A general tax on interest, as it affects all employments 
equally, would appear certain to remain on the payers. 
The mobility of capital cannot here, so long as we con¬ 
fine our attention to a single country, have any effect. 
Where the tax does not extend to capital invested abroad 
it is evident that it would discourage home investments 
and lead to the emigration of wealth to other places. ‘ The 
proprietor of stock,’ as Adam Smith tells us, ‘ is properly a 
citizen of the world, and is not necessarily-attached to any 
^ Turgot, i, 63; Ricardo, 122. 
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particular country.’^ Even within a limited area another 
feature of capital will affect the incidence of special taxes 
imposed on it. Unlike land, it can be indefinitely increased 
by human foresight end providence, having as a chief in¬ 
ducement the return to be obtained by investment. Taxa¬ 
tion on interest lowers that return, and is therefore a direct 
discouragement to saving.® So far as it is effectual, the 
diminution in the supply of available capital tends to raise 
the rate of interest and transfer the incidence to the con¬ 
sumers of capital, i.e. the other factors in distribution, and 
as rent is not likely to be much affected, in reality to the 
producers, including both employers and labourers. How 
far the check to production will show itself in a higher cost 
of .production and therefore fall on the consumer is not 
easily determinable ; if there were to be a substantial check 
to the investment of capital this would be a probable result, 
causing a diffusion of the incidence, some of it returning to 
the capitalist in his capacity of consumer. 

For most purposes of economic reasoning there is an ad¬ 
vantage in neglecting the differences between the different 
forms of capital and dealing solely with the characteristics 
common to all. But in handling the problem of incidence, 
it is necessary to see that there are two broad classes of 
reproductive wealth, the one free and capable of being 
turned in any direction, the other fi.xed in some particular 
industry. It is primarily to the former that the arguments 
from the mobility of capital apply. Capital once invested, 
the difficulty of withdrawing it places the possessor for 
the time being in the.same position as the landlord. A tax 
on fixed capital would thus seem to resemble in its effects a 
tax on rent, and to be equally untransferable. One instance 

' Wealth of Nations^ 358 . 

^ The effect-s of a rise or fall in the rate of interest arc not quite simple. 
Speaking broadly, the tendency on balance is that a rise in interest encourages, 
and a fall checks, accumulation ; but * the growth of material capital depends 
on a number of variables,* Nicholson, PriucipUs^ i. 394, cp. 209-10. Cp. Mar» 
shall, Principles^ 316-8. For an attempt to minimise the effect of the'rate of 
interest on accumulation, see S. and B. Webb, Industrial Democracy 610 627. 
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—that of land improvements—has been already discussed, 
and in considering it we saw that the mode of relief to the 
capitalist was simply by reducing future investments. The 
single tax on fixed capital in the sens^ used by Mcnier and 
his followers would be at first a heavy burden on the 
owners of those forms of wealth, that would show itself later 
on in reduced investment and retarded production. Free 
capital, if separately taxed, has much readier modes of 
e.scape. Employment outside the particular tax area makes 
it very difficult, even if the law enacts it, to enforce collec¬ 
tion ; consequently the chance of placing an effective tax on 
movable capital is much reduced by both economical and 
technical circumstances. 

The chief condition, then, on which the incidence of a {ax 
on interest depends is its effect on the accumulation and 
investment of capital, including its action on the saving 
propensities of the inhabitants and their disposition to move 
their wealth to escape taxation. If the rate of interest is 
determined by what Jevons calls the ‘ final utility ’ of capital, 
it is plain that the possibility of shifting the tax will depend 
on the effect produced on this margin of investment. If it 
is forced up the weight will be transferred from the reci¬ 
pients of interest to that intermediate class which gains by 
the cheapness of capital.' A tax on the returns of fixed 
capital will at first rest on the payers, and only be trans¬ 
ferred with difficulty, but it will ultimately, when the old 
supply is sufficiently contracted, come under the same 
influences.^ 

Mixed up with the intere.st of capital in Ricardo’s treat¬ 
ment of taxes is that element of profit v,ariousIy described 
as‘wages of superintendence,’ ‘earnings of management,’ 
or ‘employees’ gain.’ It has, however, strong claims to 
separate treatment. The profit of the entrepreneur has 

* ‘ Either the labourers themselves or the public generally as consumers’ is 
jevons’s st^itemcnt. 7 'keoyy^ 278. 

Prof. Marshall’s conception of * quasi-rent ’ is useful here. IVincipUs of 
Ecomtrx<s (3rd ed.), 477-8. During the short period the capitalists bear taxa¬ 
tion ; in the long period the process of shifting is carried out. 
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some points of resemblance with images, as it has others 
with rent, and we must therefore be prepared to find that 
the movement of taxation is different in its case from that 
of ordinary interest.^ The analogy of rent would lead us to 
believe that a tax on the gains of the employer could not 
be transferred, since there would be no opportunity for 
escape on the part of the immediate bearers. A tax on 
this very indeterminate element of the gross profit of busi¬ 
ness would, however, be certain in practice to trench in 
.some degree on the other constituents. It is almost im¬ 
possible to avoid levying such a tax on that minimum 
‘employer’s return’ which -is sometimes regarded as 
equivalent to ‘no profits.’ The struggling marginal 
.producer will then need an increased price in order to 
recoup himself for the tax, and unlc.ss he obtains it will 
have to yield to the pressure of the ‘ last straw,’ and there¬ 
fore abandon his business. Taxation of this kind would 
operate somewhat as taxation of commodities. It may be 
urged that when the gains of all industries are taxed there 
is no reason for the weaker employers giving up business. 
They can, however, pass down to the cl.ass of labourers, as 
others by taxation may be hindered from leaving it.’ Tlic 
effect on the marginal emi)loyer appears as the condition 
determining the shifting of taxes on the employer’s gain. 

This .share of national income may also suffer through 
the operation of taxes on commodities. When such a duty 
is not transferred to the consumer the burden is likely 
to fall on the differential element in profits ; the tax has 
to be paid without the compensation of a rise in price, and 
there is no way of shifting the burden, unle.ss in the case of 
raw materials, where rent may be curtailed. It is quite in 
accordance with the analogous case of rent that taxes should 
be shifted to the peculiar gains of the employer. It is, 

> ‘It is laid down that taxes on tlie profits of all employments fall on 
capitalists only, and cannot be shifted on any other class. But there is in 
reality a perpetuifl miy:ration along the borders between capital and labour, as 
there is also an intermediate class who indivitlually may be remi nded as 
capitalists or W'orkmcn.^ Leslie, Essays^ 390-1. 
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besides, possible that a-tax on interest may be transferred 
to profit in the limited sense. When the rate of interest is 
raised, as we have seen that it may be, by taxation, the em¬ 
ployer has to pay dearer for his borrowed capital, and, so far 
as what he works with is his own, loses on one hand what 
he gains with the other. On the whole we may confidently 
say that the broad and simple statement that taxes on 
profits fall on the capitalist, who can in no wise transfer 
them to others, requires to be very much limited before it 
can be accepted as correct. We must separate the two 
essentially different elements of interest and employer’s gain, 
and recognise that while the'one is affected by changes in 
the point of final utility of capital, the other is connected 
with the opportunity for profitable industrial effort. • • 

§ 8. If the older theories on the subject of incidence' 
assumed too hastily that rent and profits had to bear their 
own immediate burdens and under certain conditions those 
of others, they made amends when dealing with wages. 
The transference of taxes on this part of revenue was 
asserted in the most positive manner.^ The landlord, the 
capitalist, the consumer might all be affected by a tax on 
wages, but the labourer was always exempt from con¬ 
tributing to the requirements of the State. This immunity 
was believed to extend to the higher kinds of wages and 
salaries, since they had a fixed relation to the ordinary 
rate.'* 

The historical explanation of this belief is afforded by the 
evolution of the system of hired labour from the earlier con¬ 
dition of serfdom. The slave as an instrument of produc¬ 
tion received what was needed for his maintenance; any 
reduction in its amount would reduce his efficiency. Taxa- 

* ‘Lcs taxes itablies sat Ics salaries, ou sut leurs d^penses, sont done 
^videminent payees en entier por ceux qui payent leurs salaires.’ Quesnay, 
‘Second Probl^me* in CEuvres (ed. Oncken}, 706. 

* ‘The recompense of ingenious artists and of men of liberal professions . . . 
necessarily keeps a certain proportion to the emoluments of inferior trades. 
Wtalik 0/NafiortSf 366 ; cp. Turgot, i. 444. The salaries of stale officials are 
the only exception allowed by Adam Smith. 
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tion was paid altogether out of his master’s income, it did 
not concern the living machines engaged iji the creation of 
wealth. This conception survived in the earlier period of 
free labour, and gained su)>port from the doctrine of a 
‘natural’ rate of wages common to the French and Engli.sh 
economists. Any reduction in the rate would, it was held, 
act on population, and by diminishing its number restore 
the former leal reward of the labourer. In spite of occa¬ 
sional concessions, such was the opinion of Turgot, of Adam 
Smith, and of Ricardo,' add, given the premise, the conclu¬ 
sion was sound enough. It is also true that in both the 
France of the eighteenth century and the England of the 
Napoleonic war wages did seem to have touched the sub- 
.si.‘y:cnce point, and to give a direct verification of the 
economical doctrine. But, strange to say, no notice was 
taken of the fact that one of the causes of this deplorable 
situation was the heavy and tinceiual pressure of taxation. 
The French peasant and the linglish labourer were the 
greatest sufferers by the fiscal systems under which they 
lived, and financial reform was one of the means of their 
relief. 

No account of the incidence of a tax on wages can be 
satisfactory that does not fully recognise the existence of 
varying standards of comfort, even among the lowest un¬ 
skilled labourers at different times and places. Beside and 
above the physical minimum, there is what Mill calls a 
‘moral’ minimum. The conditions must be exceptionally 
unfortunate that do not allow the labourer something above 
mere subsistence, and, when that minimum [loint is ex¬ 
ceeded, there is something on which taxation may fall. To 
estimate the incidence of taxation we must know its effect 
on the standard of life. If that is maintained uTialtcrcd 
there will be a transference of the tax to the capitalist or 
employer ; if it is lowered the labourer bears the tax him- 
■self. This consideration applies to each industrial grade, 
but it is evident that the higher the usual scale is placed 

* See the passages already (quoted. 
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the less is the probability that it will be readjusted to suit 
taxation. When.a group of labourers possesses a monopoly, 
it, in common with all holders of differential gains, has no 
power to throw off the burdens imposed on it, and, as most 
skilled labourers have more or less special advantage, the 
shifting of taxes is in their case beset with difficulty. 

Thu.s, as in the case of rent, interest, and profit, we find 
that the ultimate incidence of a tax on wages will vary 
according to the .special conditions under which it is im¬ 
posed ; and of thc.se the most important are the effect on 
the usual standard of living, and, so far as the higher kinds 
of wages are concerned, the extent to which their receivers 
are privileged through natural or artificial causes. Peculiar 
gains of labour arc just as much at the mercy of fresh 
taxation as any other differential advantage. The process 
of shifting requires the actual exertion of force to carry 
it out, and those forces can only be the agencies that work 
through supply and demand. If the same supply of labour 
of any particular kind is forthcoming with an unchanged 
demand, then direct taxation of labour will not be trans¬ 
ferred. The great difficulty of adjusting the .supply of 
labour is a rca.son for believing that any .shifting of taxes 
imposed on it must be a slow and uncertain process. 

A similar conclusion applies to the case of taxes on the 
labourer’s consumption. We do not find that duties on 
food produce higher wages ; they only bring the .starvation 
point nearer, as the history of the Phigli.sh Corn Laws shows. 
When Ricardo argued that taxes on articles of the labourer’s 
consumption are exactl)' the same as a tax on profits he 
assumed far too rigid a connexion between the cost of 
living and the sup|)ly of labour. A tax on the food of 
animals u.sed in production would increase cost, because 
food so given is regulated to secure efficiency, but the 
labourer seeks to procure the best terms for himself. The 
element of free contract present in the latter case entirely 
alters .the position. For completeness of statement it is 
desirable to add that a great deal of wages is really the 
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return on capital invested in the education of the workers, 
but in reality this does not produce as mucji practical effect 
as might be expected. A tax on wages, unaccompanied by 
an equivalent tax qn the yield of material capital, would 
apparently discourage expenditure in the formation of 
personal or immaterial capital, and turn it towards the 
production of goods. This check to the supply of trained 
workers would tend to raise the price of their services, and 
shift the pressure to the consumers of the goods produced 
by them or to the employers. In practice the calculations 
of parents and others who make the investment in the edu¬ 
cation of the young are not so carefully worked out as to be 
influenced by the existence of a ta.x on the wages of the 
higher employments. Still, even with the actual imperfect 
estimates, some effect would probably be traceable if the 
tax were a heavy one. The necessary expenses of living 
in a suitable way and the cost of training are the two 
agencies that give some justification for Adam Smith’s 
doctrine of a balance not to be disturbed by taxation 
between the different employments. 

§ 9. Our examination of the general conditions that help 
to determine the true incidence of taxes on the different 
constituents of income, though necessarily brief, at least 
makes it plain that the theoretical explanation of the sub¬ 
ject is not the simple process sometimes imagined. The 
movement of a given tax is not invariably in the same 
direction : its cour.se will be guided, by the surrounding 
circumstances. Without knowing what these are we cannot 
tell the direction, rnuch less the precise extent, of its inci¬ 
dence. To pretend to say where, e.g. a tax on profits will 
fall, without possessing further data, is as vain as to seek to 
determine the space traversed by a moving body whose 
initial velocity and period of movement are both unknown. 

The difficulty of estimating the incidence of taxation is 
increased by the complementary alterations that take place 
in the economic system. A change in rent implies changes 
in the amount and probably in the relations of the other 

C C 2 
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shares in distribution ; a rise or fall in the price of one 
article leads to gther changes of price, and we may there¬ 
fore exj>ect that even in the most precise and determinate 
cases of incidence some additional diffused effect will be 
produced.I 

At the best, and after the exercise of the utmost care, 
there will remain some obscurity as to the exact extent to 
which shifting takes place, owing chiefly to the difficulty of 
employing statistical verification.^ Deduction from general 
propositions cannot overcome this obstacle, and special 
vigilance is therefore necessary to avoid errors arising from 
the want of a check such as the process of verification 
provides. The earlier theories are so many warnings of the 
danger of hasty deductions from insufficient premises. 

But, subject to these cautions, the use of the theory is 
by no means slight. We may not be able to give confident 
answers to general questions on the subject, but in dealing 
with particular instances we shall have the advantage of 
knowing what conditions we ought to notice and what 
effects we may reasonably look for. So understood, the 
theory of incidence is an indispensable part of financial 
doctrine. 

' Lord Avebury (StatisticalJournal, Ixiv. 567) regards this statement as ‘an 
admission which amounts almost to a surrender’ of the hostile position taken 
aljove {§ 4) in regard to the theory of equal diffusion. He fails to perceive the 
difference between a complicated adjustment and an equal distribution, and 
has overlooked the explanation of ‘ diffused incidence ’ as being ‘ where the 
process of shifting affects more than two parties,’ 5 u/>ra, § 5. 

® The most elaborate attempts at statistical investigation of the shifting and 
incidence of a tax is the study of Laspeyres tm the efl’ects of the abolition of the 
Prussian ‘meal and meat’ tax, Finanz Archiv, xviii. 46-282. The results 
reached are quite in accordance with those obtained bv the deductive method. 



CHAPTER VI 

THE PRINCIPLES OE l.OCAL TAXATION 

I. Resides the system of taxation intended for the 
sirpport of the central government, and therefore usually 
described as ‘ general,’ or ‘ imperial,’ the compulsory 
revenue needed for the due maintenance of local authorities 
requires to be considered. This latter class of charges is 
just as much entitled to the name of taxation, and in many 
respects exhibits the same features, as the imperial tax 
revenue. Local and central government are simply different 
forms of the state organisation, and clearly show their 
fundamental resemblance in their financial systems. The 
need of revenue, the general characteristics of that 
revenue in respect to its origin, and the influence that it 
exerts on individual and national wealth are the same in 
the case of central and local bodies, and thus it might 
almost seem that no necessity existed for a separate treat¬ 
ment of the tax receipts of those smaller units that 
historical circumsta'nces or the needs of social life have 
called into being. 

But, notwithstanding this general similarity, there are 
certain peculiarities in the methods of local finance that 
make it desirable to devote a .separate chapter to the con¬ 
sideration of the principles that should guide its yvorking. 
Without in the slightest abandoning the conception of the 
unity of all taxation, we may examine those aspects of 
local taxation that give it in some degree a distinct and 
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special character, and enable us to contrast with advantage 
the two categories of revenue belonging respectively to 
supreme and to subordinate political bodies. 

One very obvious though rather superficial reason is’found 
in the great magnitude of each class. The British Imperial 
revenue for 1898-9 was, in round figure.s, .^108,000,000; that 
for local purposes (excluding loans) was ;.S8o,ooo,ooo. In 
other countries there is the same possibility of opposing 
the two sets of charges without finding any such difference 
as to warrant us in regarding either as entirely insig¬ 
nificant. When we add that local charges are, on the whole, 
increasing more rapidly than imperial ones, it is easy 
to understand the interest that has been excited respecting 
them. ' 

There are other and deeper reasons. Local institutions 
have a special function as representing the interest of 
particular districts ; they are confined to a somewhat narrow 
range of duties, and as a consequence their revenue system 
is simpler and less involved than that of the State. A rural 
commune must have a comparatively primitive form of 
financial organisation, and even in the case of the largest 
subdivisions the absence of military and naval expenditure 
and the large portion of other public duties discharged by 
the agents of the central government keep down their 
requirements. The expenditure of a great municipality or 
a large American State is no doubt considerable and for 
very varied objects, but cannot compare in extent or in 
comprehensiveness with any national budget. Moreover, 
the restraints imposed on their financial action, cither by 
legislation or (in federal States) by constitutional limitations, 
are a serious check on the power of local bodies.^ 

Another reason may also be assigned : the subjects with 
which local administration has to deal are mainly of an 

' In such governments as England or France the legislature can completely 
control the fiscal expedients of municipalities and other smaller territorial ad¬ 
ministrations. The powers of the American ‘State’ are limited {a) by the 
federal constitution, { 6 ) by the state constitution. Cities are controlled by state 
legislation. Cp. Bryce, Amtruan Comttionweaiih^ i. 498. 
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economic character, and very often admit of rather definite 
measurement. Water-supply, lighting, drainage, and the 
care of roads arc instances. The conduct of such matters, 
if it has some rcsamblance to the duties of the national 
government, has others no less strong to the management 
of an industrial company. The propositions that ‘contri¬ 
butions should be proportional to advantages received,’ and 
that ‘ political power should depend on the amount con¬ 
tributed,’ are much more plausible when applied to local 
than to general government. The extent of this resem¬ 
blance will, of course, depend on the special character of the 
subdivision. A rural parish, or covwiunc, is in this respect 
very different from London or Paris, but the prominence of 
eaonomic interests in the widest sense is traceable in all 
forms of subordinate governments. 

§ 2. The history of local institutions has already been 
briefly noticed in connc.xion with c.xpenditure,' and it 
throws light equally on their receipts. One prominent 
class of these bodies is really a ‘ survival ’ of what were 
at one time sovereign powers.^ The ‘ States ’ of Germany 
and America and the ‘cantons’ of Switzerland are well- 
known examples. Lower down in the scale the coiniiiiiiie 
is the primitive political ‘unit’ whose importance has 
decayed with the growth of the State. In all of them the 
taxing power has been limited by the pressure and com¬ 
petition of the national government, and in the earlier 
forms by the slow development of taxation. The manor 
or village community depended on economic revenue 
not on taxation in the modern scn.se. One striking feature 
in state development has been the absorption of the more 
productive forms of compulsory revenue by the central 
financial system. It was only natural that the monarchical 
State, with its hostility to feudalism and to local privileges 
and immunities of all kinds, should endeavour to take into 

• See lik. i. ch. 7, 5 § 2 sq. 

’ This is true even of the American colonies in the period betffeen the 
separation from England and the establishment of the present constitution. 
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its own hands the customary taxes of districts and munici¬ 
palities. The centralising movement of the sixteenth and 
seventeenth centuries was specially noticeable in respect to 
taxation. '• 

Motives of convenience assisted in promoting this change. 
Some of the principal forms of revenue were manifestly 
unsuitable for small territorial divisions. The taxation of 
commodities or of income was far better fitted for the 
control of the central government. Thus both political 
and economic reasons existed for the failure of the older 
tax revenue of towns and localities. 

The existing .systems of local administration have in 
many cases a quite different origin ; instead of being older 
than the State, they are its direct creation. In France, for 
example, the whole tax-system of the ‘ departments ’ and 
‘communes’ rests on legislation not a century old, and 
though English institutions have a longer history, they are 
equally the expression of the State’s will.^ Thus local 
institutions are not always survivals, or even revivals, of the 
past; they arc often entirely new formations, devised to 
satisfy the needs for which devolution of authority has 
been deemed expedient. 

In such instances their power of taxing is a concession 
strictly limited by the terms of the grant. The adoi)tion 
of new expedients is precluded, so that very often merely 
the amount of one particular ta.x has to be settled, and that 
only within definitely fixed limits. Local taxation becomes, 
in fact, a kind of supplement to the general system, admit¬ 
ting of little independent movement. The two opposing 
tendencies that affect local administration arc in full opera¬ 
tion here. On the one hand there is the desire of skilled 
financiers to keep the errors and mistakes of the smaller 
bodies under supervision. Party spirit and class-interest 

^ The g^eat measures of legislation on local government are (i) The Poor 
Law Ajt, 1834; (2) The Corporation Reform Act, 1835 j (3) The Local 
Government Act, 18S8, creating County Councils ; (4) The f.ocal Government 
Act, 1894, establishing Parish and District Councils. 
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are intensified when confined to a small area, and arc but 
too ready to employ taxation as an engine of oppression ; 
and even when no injustice is intended, the ignorance 
of the real working «f taxation that is so common amongst 
local administrators would, if unchecked, prove disastrous 
to the national interest. Hence the limitations on the 
form and amount of taxation as well as on its application. 
The citizen who is unfairly burdened by his local taxes has 
as legitimate a claim to relief as if the general charges were 
too heavy in proportion to his income. 

Side by side with this idea of more careful control there 
is the disposition to extend the sphere of action of local 
authorities. It is felt that political education is promoted 
by inducing citizens to manage their common affairs in an 
independent manner. To awaken or to strengthen the 
feeling of responsibility is impossible unless power to act 
is also bestowed. A local body cannot be expected to feel 
any great interest in its work if all the important parts of 
the system are predetermined. To secure a vigorous 
municipal life there must be a good deal of latitude 
given to the corporations engaged in its management. 
Wider taxing powers and new forms of local revenue arc, 
therefore, often suggested as indispensable steps in reform. 
To understand the position of the question, we must bear 
in mind the existence of these apparently contradictory 
sentiments, both, in some cases, vehemently held by the 
same persons. 

§ 3. The first step in an examination of the principles 
of local taxation is the determination of the proper line of 
division from the general state revenue. We have seen 
that the distribution of duties between central and local 
administration conforms on the whole to certain general 
principles,* and the most natural course would be to 
apportion the charges on a similar system, but, in fact, there 
is no real correlation between the two: the di\^ision of 
duties is largely independent of the division of taxes, ^st as 
' Bk. i. ch. 7, §§ 6, 7. S. 
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both are distinct from the distribution of public property 
and quasi-private receipts. The partition of taxes between 
the two classes must depend on, or at least be guided by, 
financial and economic considerations. < 

Some important taxes are at once on sound principles 
shut out from use as local resources. The customs are only 
levied at the national frontier ; any attempt to restore the 
provincial customs boundaries that hampered the trade of 
France before the Revolution, and in the iQth century 
that of the German and Italian States, would be a retro¬ 
grade as well as an unpopular step in finance. The taxation 
of commodities in transitu is only legitimate when exercised 
in a way calculated to cause the smallest amount of delay 
and inconvenience. To regulate trade between small areas 
for fiscal purposes would be at once costly and unproductive, 
and therefore uneconomical,' The earliest step towards 
federation between independent States has been the abolition 
of custom-houses at their frontiers, and there is no proba¬ 
bility that a reversal of this salutary process will be 
witnessed. Octroi duties arc, indeed, an exception, but 
their continuance can be readily explained. They arc 
confined to towns, and therefore arc regulated with com¬ 
parative ease, having, in fact, some resemblance to the 
market dues once so common in British towns. They 
make as near an approach to direct taxes on local con¬ 
sumption as can well be devised, with some additional 
incidence on the surrounding country through their effect 
on demand. Besides, they are unquestionably a decaying 
form. France and Italy are the only countries where they 
are in full force, and even in these they are looked on as a 
necessary evil. It is almost certain that in the progress of 
reform they will ultimately disappear. On the same 
grounds local excise taxes are practically prohibited. To 

* The following is curious as coming from a strong supporter of free trade : 
‘I should*l)e inclined to suggest -as a possible means of taxation ... a cus¬ 
toms c^ty or octroi on the admission of articles of general consumption into a 
locality.’ GifFen in Memoranda^ 98; see also Row-Fc^o in Economic Journal^ 
xi. 356-7. 
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impose a fluty on an article without having the power of 
levying an etiuivalcnt customs duty would mean the 
sacrifice of local producers, unless they had a strict 
monopoly up to the*amount of the tax : such a tax would 
be easily evaded by moving outside the boundary. Thus 
the great forms of indirect taxation on commodities 
are withdrawn from the list of local resources. Direct 
duties on consumption might be used, but, as will appear,^ 
they are difficult to manage and only moderately pro¬ 
ductive. 

Income and property taxes are equally unavailable, 
though for a different reason. Both arc essentially personal 
and apply to a given individual. Now to tax a pcr.son on 
hi» income for the service of the locality in which he resides 
is open to the double objection that it is likely to be 
evaded and is grossly unfair. Local authorities have no 
efficient machinery for detecting concealed income; they 
are in a worse position than the English revenue officials in 
regard to foreign investments, where failure is admitted. 
The mere moving from the area for part of the yca|;; would 
upset the arrangements. As to unfairness. Lord Goschen’s 
view seems conclusive: ‘ It appears to be impossible to 
devise an equitable local income tax, for you cannot locali.se 
income. An attempt was made in Scotland, and it broke 
down when an English Lord Chancellor, who drew his 
;^I0,000 a year in London, but had a small place in Scot¬ 
land, was made to pay income tax on the whole of his 
income in that country as well as in this.’* No real 
correction could be made without exempting all income 
earned outside the district, or, in other words, changing the 
income tax into a partial produce tax. No matter how 
large the local division may be, the same objection lies. 
American States and Swiss cantons arc as little suited for 
the application of separate income taxes as England, 
Ireland, and Scotland. Owing to the variety of modern 
incomes and the trouble of following them to their stAjrces, 

' Bk. iv. ch. s, § 6. • l^cal Taxation, 204. 
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the income tax should always be general. A property 
tax is in much the same position in local taxation, though 
its defects as a part of any tax-system are so great 
that it is doubtful whether it should be admitted even 
into the list of good national taxes. It appears to have 
the two great faults of injustice in distribution and liability 
to evasion.’^ 

The reasons for the removal of taxes on income, property, 
and commodities from the list of local resources are in a 
great degree technical, and rest on the difficulties of their 
fair or economic application. But it is further plain that 
there must be a large body of productive taxation reserved 
to the central government. Even if all the taxes mentioned 
were eminently fitted by their nature to contribute to local 
revenue, they would have to be kept for the still more im¬ 
portant services of the national administration. .So much 
depends on division of duties between the two sets of 
organs and their relative cost, that it is hardly possible to 
lay down any general rule on this part of the subject. We 
may, p,prhaps, fairly assume that at lowest one-half of the 
total sum collected in taxes will have to be taken by the 
central government. 

§ 4. On the other hand, there is a different class of taxes 
well fitted for local treatment. Such are those levied 
locally on fi.xed property and permanent occupations carried 
on in the locality. First in natural order is the land tax. 
Both abstract reasoning and experience tend to show that 
a large proportion of local taxation must be obtained from 
this important ‘ object.’ In rural districts there is little else 
to be taxed, and in the case of towns the value of land is 
so much increased by the action of social conditions that 
it forms a most suitable mark for the larger taxation that 
the wants of urban societies make necessary. The theory 
of incidence also supports this view. Other charges are 
often shifted to rent, while it can hardly ever transfer its 
peculiftr burdens. As a land tax tends to become a tax on 

4 For further discussion of the property tax see Book iv. cli. 4, §§ 3, 4. 
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rent, and can generally be so regulated as to take that shape, it 
has definiteness of incidence in its favour ; while its pressure 
falls on a form of wealth that is likely to grow without 
effort on its owncris part. The doctrine of taxation in 
proportion to .service, though untenable in general, has here 
some force. The chief gain of local c.xpcnditure accrues 
to those who own property in the district. Some ad¬ 
vantages may be more evident in their effects than othcr.s, 
but in a broad general way the advance of a locality 
means an advance in the rent of its area. There arc, no 
doubt, c.xccptions : unfortunate proprietors have sometimes 
had to pay for ‘ improvements ’ that lowered the value of 
their land,' but on the whole the opposite effect is more 
cogiinon. 

Ne.xt to the land tax we may place the house tax as a 
convenient form of local impost. It is, indeed, somewhat 
more complicated in its operation ; its incidence, which by 
regarding houses as a particular manufactured commodity, 
would appear to be on the occupier, really varies according 
to the method of imposition and the particular local con¬ 
ditions, and it has the disadvantage of affecting one of the 
most important elements of necessary c.xpensc,^ but on the 
other hand it is easily collected, tolerably proportional to 
income, and docs not touch those unconnected with the 
district. If houses arc to be taxed the revenue thence 
derived should, we believe, go to local, not to general 
revenue. The same reasons that have been noticed in 
the case of land apply, though with less force, to that of 
houses. This form of property gains in value by c.xpcndi¬ 
ture, but it also deteriorates through use, and therefore the 
indeterminate portion of the tax that falls on the house¬ 
owner should be kept within moderate bounds. 

A third form of local taxation is discovered in the taxes 
on the exercise of occupations known as ‘ licenses.’ Thc.se 
are better suited for local than for general taxation. 

* Cp. Report of Town HoIdin(r.s Cominiltec (1891), Que.stiuns 176-it^. 

* See Uk. iv. ch. 2, § 5, for a discussion of the incidence of Iiuuse taxes. 
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They can be readily collected, and, if properly chosen, do 
not hamper industry. The system of low license duties on 
most trades and employments has the chief attributes of a 
fair local tax. The English method ®f appropriating the 
spirit licenses to the local bodies might with advantage be 
further developed. 

Very similar in outward appearance are the licenses for 
direct enjoyments, and, though they differ in their essential 
character, they also may without impropriety be assigned 
to the several localities.^ Certain difficulties do indeed 
arise in this connexion. A license taken out in one place 
may be required for use elsewhere, or may even be exer¬ 
cised in several different localities. In practice the right 
of transfer may be allowed, or, better still, such cases may 
be reserved for the central revenue, leaving only the localised 
privileges to the smaller bodies. As a further resource, 
some of the taxes on acts may be usefully employed by 
localities. Thus the transfer of property, registration of 
companies, and other charges on legal transactions would 
provide a fund for the payment of the expenses connected 
with these administrative functions. Those taxes that 
closely resemble fees will come under the same rule as to 
their division.^ Each administration will retain for itself 
what it collects. 

The foregoing suggested distribution must necessarily be 
modified to suit the needs of particular financial systems. 
Thus the house tax forms a part of general taxation in 
several countries: its complete surrender to the local 
authorities when proposed in England was made contingent 
on the position of imperial finance, and has not yet been 
carried out.® We can hardly imagine the Indian Govern- 

' The Final Report of the Koyal Commission on Local Taxation recom¬ 
mends the transfer of ' licenses ’ to the local authorities. 

’ Bk. ii. ch. 5, § 3. 

• Goschen, Local Taxation, 205 : ‘ It may happen that owing to events al 
present unforeseen, it will be impossible for the Imperial Exchequer to pan 
with so important a source of revenue as the house tax.’ The Majority Report 
of the Local Taxation Commission approves of the surrender. 
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merit yielding up the land revenue to the provinces. 
The line of division has to be varied, but it is nevertheless 
well to know the general principles that should assist in 
determining it. • 

§ 5. But given the partition of revenue between the two 
forms, we have next to sec whether the rule of justice that 
we accepted for general taxation can be applied without 
reservation in local finance. Taxation in proportion to in¬ 
come gives a substantially just division of general burdens, 
but in the case of smaller districts the burden is not a 
general one. Many important local services are specific, 
and can be dealt with on the rule of payment for benefit 
received. A large part of the so-called English ‘ rates,’ such 
as J:hose for water supply, lighting, cleaning, drainage, &c., 
may be best measured for each payer by the advantage, or 
rather the quantity of the service. The citizen, in fact, 
pays for the supply of certain useful commodities. The 
local authority is performing a strictly economic duty. 
Taxation so far should be in proportion to advantage. 
Difficulties, however, soon arise in the attempt to apply this 
principle. In addition to the direct service rendered there 
is a margin of advantage accruing to the whole society, 
some of the service is not done for specified persons and 
some of the duties of local governments are of national 
advantage. The necessity of investing capital, the repay¬ 
ment of which is spread over a long period, complicates 
the case. To get a fair division of the charge between 
owners of land, possessors of fi.xed capital, including houses 
and the immediate users of those public services, is no easy 
task. It involves (i) a determination of the real incidence 
of the different modes of taxation, and of the extent and 
rapidity of the process of shifting ; (2) an estimation of the 
truly equitable division between the several interests ; and 
(3) a full recognition of the practical limits that any effective 
system must observe. 

As fegards the first head the general principles of 'inci¬ 
dence have to be considered, but the .special incidence of 
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land, house, and capital taxes are of particular importance. 
For convenience we may here so far repeat and anticipate 
the result elsewhere stated.’ The immediate consumer, i.e. 
the occupier of a house, or the user of pther taxed conven¬ 
ience, looks on local taxation as simply a part of the price 
of the utilities he. receives. So far as the outlay benefits 
him directly, he bears it as payment for increased advantage, 
and taxation is only shifted by him when the sacrifice it 
impo.scs reduces demand ; heavy local taxation, unaccom¬ 
panied by corresponding increase in utility, tends to diminish 
demand for the services so charged, and gives a backward 
shifting on the producers, i.e. the house-owners or other 
holders of the articles. The check to these particular forms 
of industry will ultimately reduce the capital and labour 
employed in them, and thereby pass the pressure on to the 
landowners in the shape of lowered ground rents so far as 
land entered into the supply of services. Such seems to be 
the process by which the ‘ orthodox ’ views on the incidence 
of rates were reached, the burden being ultimately dis¬ 
tributed between the owner of land and the consumer. In 
respect to taxes on agricultural tenants, the same train of 
reasoning .suggests that the incidence is ultimately on the 
landlords, as outside competition hinders any forward move¬ 
ment to the consumer of produce.^ It is hardly necessary 
to say that this doctrine assumes a uniformity in the course 
of shifting that has no real existence, since it omits some 
circumstances that are essential elements in the problem. 
Amongst these arc : the long duration of the arrangements 
between owners of land and of capital; the position of 
qualified monopoly that owners of land in towns possess. 


* Sec Bk. iii. ch. 5, §§ 5, 6, 7 ; Bk. iv. ch. i, § 9; ch. 2, § 5. 

* On the question of incidence sec Goschen, Local 7 \ixaiion, 163-168, and 
the fifth Report of the Committee on Town JJoldings, No. 341 (1890), 
especially Questions 41-5, 88-101, 331 (Sidney Webb); 1804-32, 2024-26 
(Munro) > 1243-46 (Farrer); 2714-22 (Rogers). Memoranda on Classtf- 
cation and Incidence^ issued by the Local Taxation Commission, contain the 
latest views on this important matter, see also ‘ The Incidence of Urban 
Kates,’ Edgeworth, Economic Jourtialy x. 172 sq.; 340 sq. ; 487 sq. 
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• and which with its advantages has the disadvantage of 
exposing them to the action of shifting ; the slowness with 
which adjustments are made, which hinders much reliance 
in matters of legislation being placed on the operations of 
shifting in securing a proper division of the burdens. 

The second head, that respecting the true interpretation 
of the rule of just taxation, is made more difficult by the 
complicated interests, some present, some future, that 
modern society is ever creating. In apportioning taxation 
between occupier, house owner, and ground landlord, we 
may discover that each of the two latter interests is divided 
into three or four parts, all in c(juity bound to share in the 
burden for the common advantage. Still greater difficulty 
is caused by the manifold duties of local government, .some of 
which arc merely delegated for convenience, not because 
they arc solely of local interest. Police, prisons, poor-relief 
and education may be cited as examples. We cannot with 
any rea.son maintain that owners, whether of land or other 
property, and ordinary householders, are alone interested in 
the efficient management of these important matters. The 
policy of defraying all these charges out of particular funds 
with the practical exemption of others no less liable is a 
grave injustice. The cost of expenditure that is in essence 
for general purposes should follow the same distribution as 
that of general taxation.^ 

Thus the rule of taxing according to interest affected is 
not a complete and absolute principle for the distribution of 

* The distinction drawn in the text hetween expenditure for general purposes 
and that for the particular advantage of the locality has been well expre.ssed in 
recent discussion by describfng rates levied fr>r the former as ‘ onerous,’ those 
for the latter being ‘ bencfici.al.’ The serviceable terms, which .seem to have 
been fir,st applied in this connexion by Sir G. 11 . Murray {Economic Journal, 
iii. 701), are employed in the Reports of the Royal Commission on I.ocal 
Taxation and are best used with direct reference to expenditure, it .should tr. 
added that the distinction between the two classes has been long recognised by 
scientific students ; cp. c.j,’'. ‘ Da die Gemeindewirthschtift in so vielen I’unUten 
eine Art von Mittelstellung zwischen Staats- und Trivatwirthschaft cilinimmt, 
so darf man attch bci ihren Steiterti nicht vergessen dass zwar manche ^hren 
Ausgaben nur decentraliserte Staatsleistungen betreffen,’ Roscher, 159. Cp. 
also Cohn, §§ 125-6, and 459. 
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local finance. Certain forms of direct public services can b&s 
so dealt with. Another portion may be fairly placed on 
the owners of durable property, as those who benefit most 
by an active and judicious local administration. A third 
and not inconsiderable share may be levied from the com¬ 
munity generally by the agency of local licenses and taxes on 
transactions, and still more by a tax proportional to house 
rent, which is a good rough measure of taxable capacity.^ 

§ 6. The especially economic character of local adminis¬ 
tration is particularly noticeable in its direct effect on the 
value of portions of private property situated within its 
juri.sdiction. The opening of a new street or the removal 
of insanitary buildings may add greatly to the utility and 
even the selling price or rent of adjacent property, and. the 
fortunate owner discovers that his wealth is increased by 
the action and at the expense of the local governing body. 
Here there is at all events a seeming unfairness. It rhay 
be plausibly urged that where there is speeial gain there 
should also be special contribution. When property is im- 
proveii, or, in current language, ‘ bettered,’ there is some 
reason in calling on the owner to pay a part of the cost of 
that improvement, as otherwise the rule of just distribution 
of the burden would be violated. Notwithstanding the 
very plain and simple reasons which would appear to 
dictate this method of providing .some of the revenue 
necessary for important improvements, it is noteworthy 
that there arc very few traces in Europe of any such ex¬ 
pedient.^ It has been reserved for the state legislatures of 
the American Union to give it a wide development under 
the title of ‘ special assessments,’ ^ by which a special charge 

' ‘ It is one of the fairest and most unobjectionable of all taxes. No part of 
a person's expenditure is a better criterion of his means, or bears on the whole 
more nearly the same proportion to them.^ Mill, PrindpleSy Bk. v. ch. 3, §6. 
Supported by Engel’s researches. 

* Se& Rosewater, Special Assessments^ 2-21, for instances. 

* Rosewater, ib, chs. 2, 3. It may be added that the rapid growth of towns 
in America made this system almost necessary. Owners of properly hardly 
felt aggrieved when they really got full value for the charge. Though they 
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is imposed on prtjpcrty that has gained through municipal 
action. The particular machinery by which the amount of 
the assessment is determined varies from state to state (and 
even from town to town), and need not be considered here ; 
but the general principle de.serves some consideration. On 
the one hand there is very strong ground for believing that 
where outlay is incurred for the advantage of a limited 
class of owners they may justly be required to pay for the 
peculiar advantage that they have obtained. Besides, there 
can be little doubt that the wide use of special as.scssments 
makes the work of improvement easier. The ordinary rate¬ 
payer will not feel the same hostility that he does at present 
to costly but necessary alterations. But on the other hand 
these very advantages suggest some serious objections. 
The local administrators and the owners of the ‘ bettered ’ 
property may form widely different estimates as to the 
value of the improvements in question, and in such cases 
the latter will not always be mistaken. Again, the relief 
given to the general ratepayer is not wholly beneficial ; it 
tends to weaken his vigilance—at best not very keen 
—in respect to unprofitable schemes, and to foster the 
undesirable feeling that the voters should support extensive 
municipal works, leaving part of the bill to be paid by a 
limited, and perhaps politically powerless, class. Rigid 
limitation as to the share of cost to be assessed on the 
owners ^ will greatly reduce, but cannot altogether remove, 
this evil. A further difficulty arises in connexion with the 
fixing of the properties to be assessed, and the amount of 
‘ betterment ’ given to each. To attain any satisfactory 
result a careful judicial inquiry before a competent and 
impartial tribunal is an essential condition. On the whole, 
it seems most in accordance with the evidence to conclude 
that the employment of special assessments, while justifiable 
in principle, and in some important instances desirable, 

did not contract with the municipal authorities (as not seldom happ^s iu 
Great Britain), there was in fact a quasi-contract, M’hich saved trouble. 

* For the provisions in various American towns see Rosewater, 64-65. 

D D 3 
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needs to be carefully controlled ; the proof of benefit 
bestowed must be very clear and well established, and the 
amount diffused over the general community, and therefore, 
even on the strict ‘benefits’ principle, payable from the 
rates, must be taken into account. With the observance of 
such precautions it is possible to secure a contribution out 
of the fund created by the direct action of the local 
government, and at the same time to avoid unfair pressure 
on individuals.^ 

§ 7. After all these different expedients have been car¬ 
ried as far as circumstances will allow, it may be necessary 
to readjust the balance between the central and local 
governments, either (i) by a transfer from the funds of the 
former in the shape of (a) payments for certain service?, or 
( 6 ) assignment of revenue, or (2) by the employment of its 
taxes as a base on which to raise additional local resources. 
Most financial systems have adopted one or both of these 
expedients. To begin at home; Complaints as to the 
pressure of local burdens led by degrees to payments from 
the central government for various services that appeared 
to be of a general character. This process began in 1835 
by small payments in connexion with criminal adminis¬ 
tration. It was later on applied to the support of the 
police force, and gradually extended to other services, until 
in 1885-6 the total amount came to £5,775,52^.^ The 
objections to this hap-hazard system were obvious. Addi¬ 
tional grants were made to buy off opposition in Parlia- 


' Special assessments in the United States represent a capital sum ; but as 
they can be collected by instalments this is really non-essential. Either a 
fixed rate extending over a number of years, sufficient to pay off the principal 
expense, funds for which could be obtained by borrowing (cp. Bk. v. ch. 8), or 
redeemable rent charges .seem to be the best technical forms. 

* See the history lucidly given in Sir E. W. Hamilton’s ‘ Memorandum’ (C. 
9528), reproduced in Memoranda^ 11-19; also Chapman, Local Government 
and State Aid, ch. 7. E^ch of these ‘ grants in aid’ was clearly due to ‘the 
pressure*brought to bear on the government ’ by interested parties, as, indeed, 
Sir W. Hamilton’s narrative shows. One important item is the cost of the 
Irish police, which exceeded ;^i,4o8,ooo in 189^-6, and is still paid by the 
central government. 
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merit and were always arranged on the basis of a compro¬ 
mise. The Imperial Exchequer was burdened and there 
was confusion between the two classes of revenue and 
expenditure, as what* was outlay on one side was income 
on the other, the same "sums being counted twice over. 
Accordingly the extensive reform of local government 
by the establishment of County Councils in 1888 was 
accompanied by a change in the relations of the Ex¬ 
chequer to local finance. The Grants-in-Aid were, speak¬ 
ing broadly, abolished, and a separate local taxation 
account created to which certain portions of the central 
revenue were assigned.^ The aim of this reform was 
to secure the complete separation of local from central 
finalice, thereby restoring simplicity to the national budget, 
and also to prevent the further demands on the part of the 
localities, while by the assignment of a part of the Probate 
Duty the alleged unequal treatment of real property was 
at least reduced.^ Unfortunately the new scheme was 
imperfectly carried out, and the old policy of grants was 
revived in a new form. The large grant in relief of rates 
on agricultural land, introduced by the Act of 1896 and 
extended to Ireland by the Local Government Act of 
1898,® placed an annual burden on the Exchequer of over 
;£^2,200,0 Cxd. a further difficulty arose in the distribution 
of the funds assigned to the local taxation account. As 
the autom.atic rule of payment in proportion to expendi¬ 
ture or efficiency had been abandoned, it became necessary 
to take some arbitrary basis of distribution, which must from 

^ These were (l) the license dutie.s; (2) a proportion (onc-halO of the 
probate duty; (3) td. per gallon on spirits and per barrel on beer, i.e. 
taxes on acts, property, and commodities. In 1894 a portion of the new 
estate duty equivalent to the previous probate duty was substituted for the 
latter. 

* See Final Report of Commission on LocalTaxation, * The principles on which 
Mr. Goschen’s scheme was founded are in our opinion broad and sounj.* 17 ; 
cp. 112. For a more unfavourable view see Farrer, Air. Goschef^s So srp 

* English Agricultural (jrant ;^i,340,ooo * 

Scotch „ 185,000 

Irish ,, 
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the nature of the case be unsatisfactory.* There is an 
entire absence of equity in the actual system of distribu¬ 
tion, either as between localities, or between tlic several 
countries that make up the United Kingdom. The effect 
of these contributions on local finance was not encouraging 
to either economy or administrative efficiency. Finally, so 
far from improving the form of the public accounts, the 
sy.stem of assigned revenues has made budget statements 
more complicated, and has, to some extent, obscured the 
real growth of important branches of revenue.’® Still, on 
weighing the two systems, there is a slight balance of 
advantage in favour of the assignment of revenue, provided 
(a) that suitable taxes are selected, and ( 6 ) that the 
true relations of local and central finance are propCrIy 
explained. 

An analogous policy has been pursued in Belgium, 
where the octrois were removed in 1860 and replaced by parts 
of several indirect taxes.* Prussia has also used the 
system of subventions.* This method receives an extension 
by making the local taxes merely additions to the general 
ones. Thus the French communes and departments draw 
important tax revenues from the ‘ Centimes additionnels’, 
i.e. charges added to the four direct contributions. The 
same plan has been used in the German States and Austria 

* See the vigorous criticism by Hamilton and Murray in their separate 
Report, Local Taxation Commission, Final Report, 116-120: and Chapman, 
Local Government, ch. 8. 

’ It has lieen alleged that ‘ ear-marking ’ of certain sources of revenue for 
the local taxation account is a mere fiction, since, whatever funds may be 
assigned, it is necessary to impose fresh or retain existing taxation to meet the 
gap in the national revenue, and it is this fresh (or retained) taxation that goes 
to the aid of local finance. This is true, but it is equally true of the transfer 
of any form of taxation, owing to the fact that imperial and local finance are 
essentially connected. The revenue system is fluid, and the ultimate adjust¬ 
ment always operates on the ‘ marginal ’ expenditure and the ' marginal ’ 
revenue. See Bk. i, ch. 8, § 4. 

* 75 per cent, of the coffee duty, 25 pet cent, of the spirit duties, the excises 
on sugar and wine, and 40 per cent, of the postal receipts. See De Parieu, iv. 
386 tor a full discussion. 

* Particularly by the I..CX lluene of 1885, repealed in 1893 ; see * Die Lex 
Huene . . , und ihre Wirkungen.’ Finant ArMv, x. 488-498. 
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though under the reforms of the ‘ Miquel ’ laws independent 
communal taxes are now developed in Prussia.^ 

Some high authorities approve of this policy of making 
local taxation a mete appendage to general ta.xation. ‘ It 
is rightly asserted,’ says Leroy-Beaulieu, ‘that the French 
system of movable additional charges on the existing direct 
contributions, of uniform accountability, and the collection 
of direct local taxes by the agents of the .State, makes the 
management of local finance simpler, clearer, and less costly, 
and gives the taxpayers much greater security against 
peculation and exaction. We do not hesitate for our part 
to declare for that system.’’^ But notwithstanding this 
weighty judgment we are forced to believe that there is an 
advantage in having a separate system of local taxation. 
The aims of the two classes arc so different and the rule of 
distribution varies so much, that a decided boundary be¬ 
tween them is rather desirable. Both will naturally avail 
themselves of such material and agencies in the shape of 
valuations and officials as exist, but this docs not necessitate 
the treatment of local taxes as merely added percentages to 
established general taxes. The success of local government 
depends on the energy and vigour with which it is worked, 
not on restraining its action within the narrowest limits. 
‘The ideal condition of finance in a perfect system of local 
self-government’ has been described as ‘one in which each 
local authority levies its own taxes upon its own subjects 
within its own area ; in which it has the power of applying 
the proceeds of these taxes within certain limits fixed by 

* i. 712. Mr. O’Meara— Municipal Taxation^ ch. 5—pronounces in favour 
ofthe Continental system of Centime: addili<mnels,hvX the much higher authority 
of Mr. Blunden may be cited in support of the position in tlie text. /,ocal 
Taxation and pittance, 72. The Prussian reform wliich practically abandoned 
the system of Zusckldge, except in the case of the income tax, also supports it. 

® For a detailed account of Prussian local finance and the recent citanges 
therein, see Wagner, iv. 64-97 ; also ‘ Local Government and Finance in 
Prussia,’ Diplomatic and Consular Keport, No. 487 (year 1S99), and J. Row- 
Fogo, ’Local Taxation in Germany,’ in Economic Journal, xi. 354 78. The 
last-named writer seems to have in some way misunderstood the brief statement 
in the text, which is in accordance with the facts. 
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the general law, for the local advantage of its own citizens ; 
and in which it has power to increase or diminish its taxes 
at its own discretion, according to its means and its wants.’' 
The benefits of fiscal autonomy may pefhaps not be so great 
as in certain conditions to compensate for the want of the 
harmony and regularity that state intervention secures; 
they are, however, sufficient, in conjunction with the reasons 
already given, to justify strenuous efforts for securing a 
distinct tax-system, and this is possible without any sacrifice 
of the guarantees for good government.’^ At the same time 
we may fully recognise the convenience of supplementing 
local revenue from general taxation with the double object 
of securing adequate funds and more equitable distribution 
of burden.s, though, while granting this, we must also ins'Ist 
that the extent to which the process is applied ought to be 
confined within the narrowest limits consistent with attain¬ 
ing the end in view. The allotment of part of the taxation 
available to meet the general expenditure is a measure 
that always stands in need of justification ; it has a pre¬ 
sumption against it which must be rebutted by sufficient 
evidence.’' 

§ 8. The relations of local and general finance suggest 
another closely related point, viz. the extent of the fiscal 
liberty to bo bestowed on the local financial powers. Be- 


' Farrer, Mr. GoscketCs I'tnance, 54. 

® Mr. Row-Fogo {^Economic Journal^ xi. 355) refers to the text, and con¬ 
fesses himself ‘entirely unable to appreciate the weight of this argument,’ 
wliich is natural enough, as lie has misconceived its meaning. Tlie question is 
not one of ‘ making up the roll.’ The real point is the amount of discretion 
given. 

* The various Reports made by the Commission on Local Taxation agree in 
recommending additional aid from the central Government to local finance. 
The chief feature of diflerenee is respecting the form of the relief. The pro¬ 
posal of a definite grant from the Consolidated Fund, adjusted at intervals of 
ten years, and equal to one-half of the ‘onerous’ expenditure (see su/ra^ § 5), 
is strongly Qrgcd in the separate Report of Sir E. W. Hamilton and Sir G. 
Murray. The crux of such schemes is the discovery of a just method of dis¬ 
tribution. The plans suggested for this purjx>se seem to involve a series of 
arithmetical calculations resting on no solid basis of equity. See Final Kejfort 
Ica 63SJ, 23-33.73-S3,133-140. 
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tween the extremes of complete regulation and almost 
complete independence we may discover a series of steps 
corresponding to the size of the bodies and the political 
training of the people. The national government may fix 
the particular taxes and their amount, or it may, as with 
the French communes, let the latter be varied if its permis¬ 
sion is sought. Again, it may lay down tlic forms of 
taxation and place bounds to its amount, either definitely 
determined or variable. Or, finally, the duty both of select¬ 
ing the taxes and determining their amount may be given 
up to the local government. The first mode means the 
reduction of the local authority to impotence so far as 
taxation is concerned ; it simply executes the Sovereign’s 
opders. The other extreme approaches clo.scly to inde¬ 
pendence. The taxing power is always an attribute of 
sovereignty: a body that had full taxing power would 
have got very near that position. Accordingly, we find that 
the customs duties in all Federal States come under the 
control of the central government. The extent to which 
the right of independent taxation has been restrained is a 
mark of the progress of the State towards unity. Co-ordi¬ 
nate fiscal authorities have to be kept within bounds by 
constitutional rules, but we may safely conclude that in a 
durable State the supreme power in financial matters will 
sooner or later be vested in the central government. 

The extent to which the liberty of e.xperiments in taxa¬ 
tion should be conceded to the subordinate bodies must, 
we believe, be carefully limited. For the smaller units the 
taxes should be absolutely laid down, and also the maxi¬ 
mum to be raised, but the opportunity of economy should 
not be denied them on the condition that they duly dis¬ 
charge their necessary functions.' The larger circumscrip¬ 
tions are fairly entitled to greater latitude. A higher 
standard of intelligence may be expected from their repre¬ 
sentatives, and their economic resources are more varied. 
But even with them the need for supervision cannot ’fle said 

^ lik. i. ch. 7, § 9, fur these dulie.s. 
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to be absent. They may impose taxes that press heavily on 
unpopular sections in their district; they may deal unjust y 
or^orantly with important economic 

or tLy may go counter to the financial^pohcy of the State. 
For these reasons the unitary form of government is in its 
Lancial aspects superior to the federal one even though 
the larger liberty of levying new varieties of taxation is a 
certain advantage in the latter. 



CHAPTER VII 


THE CANONS OF TAXATION 

§ I. In the general survey of the problems of taxation 
contained in the preceding chapters of the present book, 
\?e have implicity given the rules that should govern the 
management of this part of state revenue. The mere 
statement of a general maxim is of little use unless its 
real bearing and its actual value are realised by acquaint¬ 
ance with the facts of taxation as shown by history and 
present fiscal practice. It may even reduce to a dead for¬ 
mula what should be rather a matter of vivid e.xpcrience. 
But it must at the same time be allowed that the conden¬ 
sation of results into the precise shape of general canons 
may prove of service to the theoretic student by enabling 
him to estimate exactly the effect to be ascribed to the 
conclusions that critical examination of the revenue system- 
has tended to establish. And such a course, we may add, 
has been almost invariably followed by writers on finance, 
who have devoted their best efforts to the framing of rules 
which should be regarded as imperatively binding on the 
statesman and administrator. High support may therefore 
be claimed for an attempt to exhibit in a stricter form the 
results that emerged from our previous inquiry, even 
though no special authority can be ascribed to the particu¬ 
lar shape in which generally recognised principles will be 
formulated. 

§ 2. When finance was regarded as purely a 'matter 
of practice, it was natural that those concerned with the 
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collection and disbursement of the public revenue should 
have felt the advisability of framing general rules by which 
to guide their mode of procedure. Unfortunately the 
limited view taken by the earlier administrators as to their 
proper function, which led them to consider almost ex¬ 
clusively the immediate returns obtained, the prevalent 
ignorance of economic principles, and the immature con¬ 
dition of the state economy, all combined to hinder the 
establishment of even sound empirical rules. The most 
famous financiers of so relatively modern a period as the 
seventeenth century—Sully and Colbert—have left little 
material of this kind. It is rather by theorists or officials 
of speculative tastes that the earliest canons of taxation 
have been produced.^ The students of economics and 
finance in the eighteenth century supplied the first really 
meritorious collection of general rules. In Germany, 
Italy, and France we find instances of very varying merit, 
but all affording evidence that the time for the enunciation 
of maxims had come. 

Amongst the more remarkable rules are those pro¬ 
pounded by Vauban, Justi, and Verri, partly on account 
of the reputation of their authors, but also for their indica¬ 
tion of the really important points. Nevertheless they can 
at present only lay claim to importance on historical 
grounds.^ The physiocratic maxims were vitiated by the 
undue prominence given in their system to the rent of land 
as the sole net product, and therefore the only source of 
taxation. This fundamental error prevented the great 
French school from leaving a durable heritage in this 
respect to their successors.® 

^ Mr. Hewins mentions Milles, a commissioner of customs, as advocating 
‘ certainty ’ and * indifference of assessment ’ in respect to taxation of commodi¬ 
ties. English Trade and Financty xviii. 

For the maxims of the writers mentioned in the text see Vauban (ed. 
Daire), 47 ; Roscher, § 44, note i ; Gamier, 324. For Verri see Ricca- 
Salerno, Doitrine Finantiarie in Italiay 276-282. 

• Quesnay’s maxims have been already referred to : Int. ch. 2, § 6. Those 
of the elder Mirabeau are to be found in his Thiorie de VlmpSt^ 201, and are 
also given by Roscher ut supra^ and by Gamier, 325. 
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§ 3. Very different is the position occupied by Adam 
Smith. The maxims inseparably associated with his 
name! were in his own day accepted by theorists and 
statesmen, and have by constant repetition become an in¬ 
dispensable part of any exposition of finance. Though 
fully in harmony with the spirit of the i8th century, they 
have not been found inapplicable to modern conditions, 
and in spite of much hostile criticism bid fair to hold . 
their ground in the future.^ 

These famous maxims—to once more repeat them—are 
four in number, and run as follows; 

(1) ‘The subjects of every State ought to contribute 
towards the support of the government as nearly as pos¬ 
able in proportion to their respective abilities—that is, in 
proportion to the revenue which they respectively enjoy 
under the protection of the State.’ 

(2) ‘ The tax which each individual is bound to pay 
ought to be certain and not arbitrary. The form of pay¬ 
ment, the manner of payment, the quantity to be paid 
ought all to be clear and plain to the contributor and to 
every other person.’ 

(3) ‘ Every tax ought to be levied at the time or in the 
manner in which it is most likely to be convenient for the 
contributor to pay it.’ 

(4) ‘ Every tax ought to be so contrived as both to take 

^ ThoroM Rogers speaks of ‘Tlie famous canons of taxation which Adam 
Smith borrowed from Turgot’ {Economic Jnicrpretation., 115), but gives no 
evidence in support of his statement, which is clearly unfounded. On the 
interesting question of Smith’s relation to Turgot, see Leon Say, Tur^oty 45 ; 
Rae, Life of Adam Smithy 203 sq. Cannan, Introduction to Adam Smith’s 
LectureSy pp. xxiii-xxiv. According to Cunningham, ‘ Adam Smith’s celebrated 
maxims about taxation are improved in form, but in substance’ arc adopted 
from Moreau de Beaumont. English Industry and Commcrccy ii. 436 n. 

® The prevailing sentiment of bis time is conveyed l)y J. S. Mill when he 
calls the Smithian maxims * classical.’ The extreme limit of ho.slile criticism 
is reached by F. A. Walker, who declares that ‘ These maxims have been 
quoted over and over again as if they contained truths of great mpment, yet if 
one examines them he finds them at the best trivial, while the first and most 
famous cannot be subjected to the slightest test without going all ib pieces.* 
Political Economyy 489. Cohn’s judgment is quite as severe. § 333. 
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out and to keep out of the pockets of the people as little as 
possible, over and above what it brings into the public 
treasury of the State.’ ^ 

One obvious comment on these rules, is that which notes 
a difference between the first canon and the remaining 
ones. The former is a rule of taxation; the latter are 
rules respecting taxes. The first canon is therefore applic¬ 
able only to the tax-system, as a whole, while the second, 
third, and fourth should be observed in the case of each 
separate tax. Mill, therefore, has some justification when 
he declares that they belong to ‘ the discussion of particular 
taxes,’ since every tax must be separately tested by them, 
though of course this circumstance does not remove them 
from the category of general rules. 

Another feature that has been often noticed is the mix¬ 
ture of different classes of considerations. Thus they have 
been described as ‘ partly ethical . . . and partly econo¬ 
mical in the strict sense’;® and it seems unquestionable 
that the second has chiefly a constitutional significance, as 
prescribing the taxpayer’s immunity from arbitrary exac¬ 
tions, but more generally the three last may be regarded 
with Wagner as administrative precepts.’ * 

This attempt to separate the Smithian rules according to 
their character, though in appearance plausible, tends to 
obscure their really compound basis. The first maxim is, 
it may be said, undoubtedly ethical, since it refers to the 
justice of taxation. Granting this, it should also be remem¬ 
bered that inequality in taxation diminishes its productive¬ 
ness and impairs industrial energy; and so viewed, the 
canon is an economic one. Violations of the rule of equal 
treatment arc, again, offences against constitutional liberty 
quite as much as absence of certainty. In like manner 
each of the remaining rules has an economic side ; the cer¬ 
tainty, the convenience, and the economy of taxation, like 

*' Weatth of Nations^ 347 - 8 . ^ Principles ^ Bk. v. cli. 2, § I. 

* Nicl.'olson, note 45 to PPeal/h of Nations^ 418. 

* Wagner, ii. 292 ; cp. Sidgwick, Political Economy, Bk. iii. ch. 8, § 6. 
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its equality, are highly promotive of a ■well-filled treasury 
and a prosperous industrial system. The true point of 
view for understanding these maxims is to regard them not 
as economic, ethical, or constitutional, but as essentially 
financial ; they therefore rightly combine the different ele¬ 
ments that must enter into problems connected with that 
subject. 

With reference to the first maxim, it is plain that Adam 
Smith regarded revenue as the index of ability to contri¬ 
bute, and it may be conjectured that the words ‘ under the 
protection of the State,’ regarded by Walker as either ir¬ 
relevant or inconsistent, refer to the case of persons having 
property in different countries, and therefore imply a [iro- 
hjbition of double taxation.^ For it must be remembered 
that international problems were much more prominent in' 
the thought of Adam Smith aiul his contemporaries than is 
usually supposed.^ 

§ 4. One natural consequence of the lofty position given 
to the Smithian canons is the depreciation of rules formu¬ 
lated by other writers. Variations of, or additions to, the 
four established maxims were regarded as peculiarities or 
vagaries of the propounder, which, if noticed at all, were 
rightly to be placed in a very subordinate situation. Nor, 
indeed, was there anything very novel in the formal con¬ 
tributions made by the successors of Adam Smith. Perhaps 
the most noticeable exception is that of the eminent 
historian Sismondi, who, beginning his career as a rigidly 
orthodox economist, showed in his latter work tendencies 
of a very different character.® But his revolt did not extend 
to the subject of finance. Like, and probably in imitation 

^ F. A. Walker, Political Economy, ^<)0. See also )ik. iii. ch. 3, § 14, and 
the words there referred to for the discussion of double taxation. 

* Cp. the questions discussed l>ythc Thysiocrats and Adam Smith, respecting 
the effect of Dutch taxation on France and Germany, and the movement of 
capita) in order to escape taxation. Bk. iii. ch. 5, §§ 2, 7. 

• Noxtveaux Principes (f Economie Politique, 2 vols. 1819 (2nd ed. 1827). 
For Sismondi’s general position sec Ingram, History of Political Economy, 
165 sq.; also Koscher, Gcsckichte„ 845 ; and Cohn, Grundlegung, § 85. 
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of, Adam Smith, he prescribes four rules dealing with other 
points than those already covered by the accepted maxims. 
He asserts (i) that every tax should fall on revenue, not on 
capital; (2) that in the assessment of taxation gross pro¬ 
duce should not be confounded with revenue; (3) that 
taxation should never touch what is necessary for the 
existence of the contributor; and (4), that taxation should 
not put to flight the wealth which it strikes. 

The mere statement of these rules suffices to show their 
substantial accordance with the ideas of Bentham and 
Ricardo.' They arc evidently intended to carry out the 
principles of saving capital from taxation, of confining the 
area of imposition to net revenue, and of relieving those 
who only possess the physical minimum of existence. 
Though not as fundamental as the rules given by Adam 
Smith, they yet, taken together, make no inconsiderable 
addition to the prescriptions of practical finance, even if, 
as we have seen, it is not always possible to secure their 
complete observance.® 

Other expositions may be passed over with still slighter 
notice. Of French writers Gamier, with a formidable list of 
sixteen rules—twelve general and four special—is the most 
elaborate,® and also probably the most confused. Among 
the Germans of the older school Von Hock of, the later 
writers Held and Wagner, are most important.* The last- 
named in his elaborate examination groups his canons under 
different heads according to what he regards as their primary 
character, a course which, whatever be its disadvantages, 
enables him to lay special emphasis on the purely financial 

* See Ricardo, IVorh^ S7-9 ; Bentham, Theory of Legislation^ 107-S ; also 
cp. Bk. iii. cli. 2, § 5, and ch. 3, § 10. 

See passages referred to in preceding note. 

^ These are given at length in his Traiti (ch. 13), 156-165. 

* According to Mock taxation should be (i) just, (2) logical, {3) economical. 
Held lays down the rules of (1) generality, or that all who have incomes should 
contribute; (2) equality, i.e. income should be taxed without reference to its 
source; >(3) the greatest possible care of the national welbbeing and its increase. 
EinkommemUiur^ I2I. 
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element.* But in truth the whole tenclcncj'of modern German 
financial study has been rather towards description and 
analysis than the formulation of rules of supposed universal 
validity. Thus Wagner, while stating his elaborate canons 
[Gruudsatse), takes the utmost pains to insist on the need 
for careful discrimination in each particular casc.^ 

§ 5. The foregoing survey of the most prominent 
attempts to supply a series of precepts gives sufficient 
material for selection. It is only necessary to place in 
their proper order and connect with each other the rules 
that seem to possess the generality and weight required for 
inclusion in the list. First and most important of the prin¬ 
ciples that should guide the 'practical financier is that 
wlvch declares that ‘taxation should be productive.’ The 
very object for which the revenue system exists is to pro¬ 
vide for the maintenance of the State, and therefore the 
minister in charge of the finances naturally estimates the 
merits of a tax by the amount of its yield. Other con¬ 
siderations will no doubt occur to him, but this is after all 
the one that can never be neglected. And it is on this point 
that the amateur in such matters is most likely to fail ; ho 
will be attracted by the equity, popularity, or some other 
pleasing feature of imposts which nevertheless want this 
primary quality. It is here, too, that the masters of finance 

^ Wa.c'ncr divides tlie chief principles {obersie into four classes, 

arranged in the order of llieir importance, and distingiiishctl as {a) fuiancial, 
(^) economic, (c) ethical, {//) administrative. Under {a) come (i) taxation 
should he adcfpiatc to meet expenditure, (2) it should be clastic ; under (/>)urc 
placed {3) the sources of taxation should be rightly chosen, (4) the kinds t)f 
taxes should be selected willi reference to their effects ; class (t ) incliules rules (5) 
taxation should be generril, and (6) it should he proportional; while, finally, 
class (ff) contains the rules that taxation should he (7) detcrminalc, (8) con¬ 
venient, and (9) collected with tlie smallest cost, in fact Adam Smith’s last 
three maxims* 

The economic rules are somewhat vaguely expressed, hut (3} refers to the 
taxation of income and of capital, and (4) draws attention to the incidence of 
taxation. The sixth rule is regarded as varying according to the conceplion 
taken; from the pure financial point of view it is proportionality tft income, 
from the politico-social one it is in jiroporlion to capacity. ^ 

* ‘ Ilicr muss die FInanzwissenschaft vielmehr spccialisiren und casuislisch 
verfahren, als sie bisher gewdhnlich gethan hat,’ ii. 305. 
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have won their greatest triumphs. To keep steadily in 
view the idea of productiveness, and select the objects most 
suitable for that purpose, requires firmness, as well as wide 
and accurate information. 

Next in value we should place the rule that ‘ taxation 
should be economical ’—and this, as we have seen,' includes 
much more than mere saving in the cost of collection. 
Undue outlay on the official machinery of levy is but one 
part of the loss that taxation may inflict. It is a far 
greater evil to hinder the normal growth of industry 
and commerce, and therefore to check the growth of the fund 
from which future taxation is to come. Thus the rule of 
‘economy’ is naturally subdivided into two parts, viz. 
(a) ' taxation should be inexpensive in collection,’ and (^) 
‘ taxation should retard as little as possible the growth of 
wealth.’ It may also be remarked that there is a close 
connexion between ‘economy’ and ‘productivity,’ since 
the former aids in securing the latter. 

Our third rule is no other than the famous one that 
‘taxation should be justly distributed,’ a vague and plastic 
proposition, which we may further explain by the interpre¬ 
tation that it should be measured by the comparative 
abilities of the contributors, and this again may be taken 
in general to mean ‘taxation in proportion to income.’ 
The many explanations that such a maxim requires have 
been already given and need not be repeated.^ But here we 
may add that so far as the ‘benefits’ or ‘ service ’ principle is 
applied, it excludes the rule of taxation according to ability. 

‘ That the tax system should be clastic ’ is a further 
canon, the observance of which is very desirable. It may, 
indeed, be regarded as the agency for realising at once 
‘ productivity ’ and ‘ economy.’ Where the publjc revenue 
docs not admit of easy expansion or reduction according 
to the growth or decline of expenditure, there are sure to 
be financial troubles.^ For this purpose some important 

* Bk; iii. ch. 2, § 4. • See Bk. iii. ch. 3 passim. 

• The experiences of the United States Treasury since the Civil War maybe 
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taxes will have to be levied at varying rates. In the 
British system the income tax is selected to perform this 
service ; but some article of general consumption might b< 
placed under a sliding scale duty for the same reason 
The particular taxes chosen will vary according to circum¬ 
stances, but the general principle of flexibility should be 
recognised and adopted. 

Of high importance in earlier times, but now requiring 
less emphasis owing to its general observance, is the 
canon that ' taxation should be certain.’ When arbitrary 
power was able to alter imposts at its will, the uncertainty 
connected with the demands of the tax-collector was a 
great aggravation of the evil of the heavy burdens 
iiTipo.sed. That the citizen in his dealings with public 
officials should be under the rule of settled law, not ol 
caprice, is not only a financial but an important constitu¬ 
tional maxim. 

Regarded from a somewhat different standpoint, the 
rule of ‘ certainty ’ or ‘stability’ is one that still needs 
enforcement. Frequent changes in the tax system have s 
disturbing effect. The economic arrangements of society 
are adjusted to the actual state of things, and reasonable 
expectations are formed, which are disappointed by sudden 
and unforeseen changes. Hence the strong objection that 
business men feel to even beneficial tariff changes?, though 
the rule of stability is of comparatively little weight in the 
case of taxes on commodities. But where, as in the case 
of a long-established charge, such as the French land tax 
or the English local rates, contracts for lengthened periods 
have been concluded in the belief that the existing arrange¬ 
ments are permanent, then so-called reform is often a 
violation of security. It is in relation to this rule ol 
stability' that the popular maxim ‘ an old tax is no tax 
finds its proper application. This conception of stability, 

referred to as supplying an excellent scries of illustrations. Enormous surpluses 
have been followed by considerable deficits, accompanied by grave economic 
disturbance. 
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moreover, comprises the fragment of truth wrapped up in 
Canard’s erroneous doctrine of equal diffusion.* 

‘ That taxation should be convenient ’ is another of the 
accredited maxims, which almost carries its justification on 
its face. It includes the selection of suitable objects for 
taxation, and also the choice of convenient periods for 
requiring payment. This rule of convenience is but the 
expression in a special form of the general principle that 
the public power should as far as possible adjust its pro¬ 
ceedings to the habits of the community, and avoid any 
efforts at directing the conduct of the citizens in order to 
facilitate its own operations. The sacrifices that incon¬ 
venient methods of fiscal administration impose may indeed 
be treated as violations of both economy and equity. 

§ 6. Such arc the general canons that experience seems 
to prescribe, and which should be observed in a well- 
ordered State. They are, it is true, of a rather elementary 
character, but general and comprehensive maxims could 
hardly be anything else. Besides, their simplicity has not 
saved them from frequent violation. Their value lies in 
their as.sertion of truths ‘ plain and intelligible to common 
understandings,’^ but for that very reason too often passed 
over. A .system of taxation which conforms to them may 
without hesitation be pronounced a good one. Where they 
are neglected and broken through, the evil consequences 
will be almost certainly conspicuous. 

A further point deserves notice. There is at first sight 
a probability of conflict between the several canons. A 
productive tax may be inconvenient, as a convenient one 
may be unjust; and how, it may be asked, is a solution of 
the difficulty to be reached ? The plain answer is. By the 
surrender of the less important rule. The successful 

* President Hadly in his valuable Economics lays stress on the advantages 
of ‘ certainty,’ but he connects it with proper assessment, which is essential in 
order to avoid ‘ uncertainty of primary incidence,’ Economics^ 451-9. Journal 
of Political Economy^ v. 86-9. This, however, seems as much a matter of 
* equality ’ as of certainty. 

“ Wialtk of Nations^ 286. 
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administration of the State is the final object, and therefore 
convenience, or even equity, may have to yield to pro¬ 
ductiveness, But though opposition is possible, agreement 
is on the whole the ordinary case. We have seen that 
economy increases productiveness, but so do certainty 
and convenience. Elasticity aids both productiveness and 
economy, while growing productiveness in turn permits of 
better observance of all the other canons. There is thus a 
harmony in a properly administered financial system that 
tends to promote its improvement in the future.' 

^ Cp. with the maxims given in the text those enumerated by Mr. C. S. 
Devas, Political Economy^ 606. It would l)e possible to frame many <lcriv- 
ative rules—as ‘ Taxation should be diversified’—but they coultl not lay 
claim to general application, and most of them belong more filly to the treat¬ 
ment of special taxes (13k. iv.). 
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TAXES ON LAND 

§ t. In the preceding book we have dealt with the sub¬ 
ject of taxation under its general aspects as the principal 
element of the financial sj-stcin. We have now to complete 
our inquiry by examining the characteristics of the different 
kinds of taxes, and we may begin this discussion with one 
of the oldest and most widely employed forms of compul¬ 
sory contribution—that levied on land. The interest and 
importance of this kind of taxation need not be insisteil 
on. Perhaps some capitation taxes or a rude form of the 
property tax can claim a higher antiquity, but in ancient, 
medfeval, and modern times, in backward and in progres¬ 
sive societies, we meet with something in the shape of 
taxation on land as one of the primary agents of pro¬ 
duction. The economic nature of the impost and the 
particular methods adopted vary ; the existence of some 
form of public charge on land is almost universal, and 
shows no sign of decrease. Greater financial knowledge 
and more efficient regulations produce considerable changes. 
Indeed, it is this development that chiefly needs our atten¬ 
tion. From the first feeble attempts of early societies up 
to the elaborate processes of modern administration, we 
can trace progress through a series of stages which illus¬ 
trate the historical movement. 

§ 2. Regarding land itself as the ‘object’ to be taxed, 
the most obvious ‘ unit ’ in a new community would be that 
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of a given area. Assume that none but very fertile land is 
cultivated, and that only in a simple manner, and the tax 
by area will be also the just one. Each unit is of about 
the same value and employs about the same amount of 
capital and labour. The early taxes on Jugera in Rome 
and on ‘hides’ in England were probably at first based 
on this system, though they soon departed from it, and at 
present a few of the English dependencies retain it.* But 
as soon as differences in qualities of soil and in modes of 
cultivation become noticeable, the method ceases to be 
fair. 

Another form of land tax, that in proportion to the pro¬ 
duce, is of greater antiquity. Eastern sovereigns receive 
their revenue usually in this manner. One-fourth, as in 
India, one-fifth, as in Egypt, or more frequently one-tenth 
of the yield was claimed by the monarch. This ‘tithe 
system,’ as it may be called, arose out of the ruler’s ' 
part-proprietorship of the soil. The proportional tax on 
produce was closely analogous to a metayer rent. It was 
partly adjusted to the fertility of the land, and did not 
press so heavily on the poor soils as the area tax. Under 
a competitive system its immediate burden would fall on 
the consumers of agricultural products through the rise of 
price, though the ultimate effect would be to check cultiva¬ 
tion, and therefore to lower rent. As the system has been 
generally applied to societies in the customary stage the 
pressure came on the cultivator, who is at once the pro¬ 
ducer and the chief consumer of those commodities. 

These primitive methods are improved, either by arrang¬ 
ing land in classes according to its quality and applying 
a different rate to each class, or by varying the proportion 
of produce taken according to the method of cultivation. 
As soon as the elements of fertility and proximity to 
market begin to tell, it is evident that a uniform rate falls 

* Dhwell, i. 8, for the ‘ hide.* For the Ju^runty Mommsen, Hist. Rom. i. 95. 
St. Vincent end British Guiana have the uniform tax. Farl. Papers (1S91), 
181, Taxation of LaniL 
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with undue severity on the poor and distant lands, either 
hindering their cultivation or raising the value of all pro¬ 
duce. Consequently we meet efforts at differentiation in 
various countries. 'Under the Roman Empire land in 
some provinces was divided into that of first, second, third, 
or other fertility, and the rate was adjusted accordingly ; 
in others one-fifth or one-seventh of the yield was taken.* 
In later times the Duchy of Mecklenburg had its land 
graded into three classes, with a different rate on each, and 
some of the Indian assessments have a like idea as their 
base.^ These modifications show some consciousness that 
the real value of the agent, land, is not to be measured 
either by its surface area or its gross produce. They are, 
however, but imperfect attempts at reaching the true aim 
of a land tax, the value embodied in the object. A tithe 
or other proportional produce tax does not allow for the 
expenses of production ; as equal amounts of produce are 
often due to very different quantities of outlay, such a tax 
discourages the employment of capital and is practically 
inconvenient in the form of assessment.® A classification 
of soils gives some, though insufficient, recognition to the 
influence of natural fertility. Far more is required. The 
effort to get at the true value of the ‘object’ is attained in 
respect to the land tax when it is levied on the net yield. 
The capital of the cultivator and the profits due to it have 
to be estimated in order to ascertain the income derived 
from the soil itself. Political equity and financial expedi¬ 
ency have both contributed to this result; the fairest and 
most productive land tax is, on the whole, that which takes 
the net return as its standard. Fiscal practice tended in 
this direction. The financial reform of Diocletian seems 

^ Clamageran, i. 16. 

* * Land (in Ohio) was divided into three classes, according to quality, and 

there were three rates of taxation per 100 acres; one for land of the first 
quality, another for land of the second quality, and still another for land of the 
third quality,* Ely, Taxation^ 134. • 

• Restraints must be placed on the sale of crops until they arc inspected by 
the tax-collector and his share settled. 
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to have adopted a unit of value, not of area {Jugum),dLS the 
base for taxation of land. The English ‘ hide ’ came to be 
regarded as the ‘carucate’ of variable area but constant 
value.* ♦ 

The mediaeval land taxes are so much mixed up with 
rent and the incidents of tenure that little stress can be 
placed on their form; they are often parts of the older 
property tax, and only disentangled from it by degrees. 
Early English taxation ‘ reached the landowner through his 
cattle, farming stock and corn and other produce of lands,’* 
and the later subsidies had a rate on land as one of their 
component parts. In France the Taille was developed from 
the feudal dues and became permanent in 1445. But 
wherever the system of taxing land had to be applied, the 
idea of taking its value as the real object of taxation came 
to the front, though the difficulties in carrying it out caused 
the frequent adoption of the ‘ apportioned ’ tax, as in the 
case of the Taille, both the English ‘ tenths and fifteenths, 
and the subsidies, and, too, in the German and Italian land 
taxes.* The defects of these systems, with their exemp¬ 
tions and inequalities, made reform essential. 

§ 3. It is far easier to point out the conditions of theo¬ 
retic justice than to overcome the practical obstacles to 
arriving at the true net yield. The land tax system re¬ 
quires as its basisa valuation, and in the attempt to furnish 
this requisite various methods have been tried. Perhaps 
the simplest is that which follows the indications of the 
market, and u.ses as its guide the rent at which land is 
let. There is an obvious advantage in keeping close to the 
facts, but there is also great difficulty in ascertaining them 
correctly and following their successive changes. Adam 
Smith approved of the use of registers of leases, which he 
would make compulsory, and by their aid assess the land 


» Wagner, iii. 26 ; Clamagetan, i. 19. Seebohm, English Village Com- 
munitg, 290 sq. For England, Seebohm, 40; Dowell, iii, 67. 

* Dowell, i. 5 

* Vignes, i. n ;«Dowali, i. 88, 154, 
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of occupying owners.* The selling value is another possible 
criterion; it is evidently related to rent as principal is to 
interest, and for short periods the proportion is steady. A 
ta.x directly based on the selling value of land is, however, 
a tax on property rather than on income. 

The difficulties in ascertaining the actual rents, and in 
some countries the large proportion of occupying owners, 
have popularised the system of determining the value of 
land for taxation by official assessment based on survey 
and valuation. This method is evidently the older one. 
Thus the Roman provincial land tax had a survey as its 
foundation followed by valuation.^ Domesday ] 5 ook is a 
less perfect example of the same kind in England, and in 
one form or another valuations were common enough in 
the Middle Ages, but were in general used only for the 
ruder forms of land taxation, and dealt with the gross 
produce from the soil or its supposed capital value. 

Refinements in fiscal methods require a corresponding 
elaboration in the valuation, or, to use the serviceable 
French term, cadastre^ on which they dciiend. Most of 
the controversies about the land tax turn on the method 
of cadastration, and the e.xpcdiency of its revision at stated 
periods. For the completion of a cadastre a series of pro¬ 
cesses is needed ; there must be the measurement of the 
surface, and its delineation by maps; the boundaries of 
properties must be marked, and the ownership specified. 
To this technical work the economic task of valuation suc¬ 
ceeds. Estimates of proilucc and prices and of the cost of 
cultivation form the data on which the ‘net annual value’ 
is calculated. Each of these steps involves much labour, 
and is liable to error, more particularly in the economic 
part of the work. Produce must depend on the method 
and skill employed in cultivation, prices on many different 
conditions, and both, especially the latter, are fluctuating. 
Besides, to be really useful, a fiscal survey must deal with 

m 

^ Wealth of Nations, 349-50. • WiXgncr, iii. 25-6. 

• Said to be derived Trom ‘ capistratum* 
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minute portions of the soil; each distinct piece (or par- 
celle) should be valued and revalued at intervals. Such an 
inquiry takes a long period to accomplish for any country, 
and by the time it is completed the rejults for the districts 
first treated have become antiquated.* However perfect 
when first started, a valuation must soon fail to represent 
the actual position of the land it deals with. The opening 
of new lines of communication, the adoption of a different 
style of farming, and the growth of towns will completely 
alter the old results.^ The imperfections of the cadastre 
are grave enough from a theoretical point of view, but they 
also entail much hardship and injustice. Some persons 
and districts are unduly favoured, leaving to others to make 
up the amount that they have escaped paying. For 
example, in France (where the land tax is apportioned), 
some proprietors are taxed four times as heavily as others. 
The differences in Italian taxation were still greater, owing 
to the use of different cadastral bases for different dis¬ 
tricts,* Between the difficulties that adherence to an old 
valuation causes, and those due to the expense and con¬ 
fusion of incessant renewals of the cadastre, it appears that 
the safer course is to keep the original valuations checked 
by the actual letting values of land. Apart from the ex¬ 
pense of continual revaluation, it is also true that the ‘ net 
annual value’ or the ‘net income’ of official estimations is 
in a sense hypocritical, as it depends on the accuracy oi 

^ ‘ The survey ami valuation of Bohemia is said to have l>een the work of 
more than a hundred years.* Wealth of Nations, 351. The French cadastre, 
begun in 1807, was not completed till 1850. In Madras we hear that ‘ in 1855 
the work of survey and re-settlement was begun. This work will l>e accom¬ 
plished in or about 1895, but certain districts of the Presidency will then have 
seen this very re-settlement expire.* Goodrich, Economic Journal, i. 451. In 
like manner the Irish valuation usually known as * Grifliths’s ’ has become by 
lapse of time very misleading. 

® Three valuations of Lancashire made in 1790, 1840, and 1890 respectively, 
would have few common, or even proportional results. 

* Leroy-Beaulieu, i. 343. For Italy, Alessio, i. 224-5 ; Fournier de Flaix, 
Train, 49^. According to the former, land was taxed in Lombardy, at 25 per 
cent., h Liguria at 7 per cent.; the latter gives 79 per cent, for Modena and 
17 per cent, for Sicily. A new cadastre for Italy is proposed. 
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the assumptions made for the purpose. There is, however, 
the qualifying fact that a well-executed cadastre is of use 
for other purposes. A careful survey is essential for 
facilitating the transfer of land, so that it is merely the 
economic part that could in any case be dispensed with. 
There seems to be no great obstacle to a gradual revision 
of tbe general valuation, supplemented by local valuations 
strictly on the letting value. In this way the former would 
be a slowly changing norm, while the latter would recog¬ 
nise the actual movements of land value. 

§ 4. But whatever may be the hindrances in the way of 
securing a perfect adjustment of the land tax, there is 
no doubt that most financial systems use it as a substantial 
resource. The so-called English land-tax has really been 
converted into a rent charge;^ but Schedule A of the 
income tax comprises land and houses, the former in 
1899—1900 being ;^'52,8i4,ooo in value, yielding at the rate 
of Zd. less than l,8oo,OCX). To this sum has to be added the 
portion of local rates falling on land. Using the projior- 
tion of land to houses under Schedule A as a guide to the 
division of rates between the two classes, we would get 
about 23 per cent, for the share of land. As the rates for 
1898-9 were over ;^38,6oo,ooo this method would give 
;(i9,070,000 as the local charge on land for England and 
Wales.^ As, however, the poor rate valuation differs 
materially from that employed for income tax, it becomes 
neces.sary to consider the estimated distribution of local 
burdens. According to Sir H. Fowler, land in 1891 bore 
a little over 15 per cent., while houses contributed nearly 


* Bk. ii. ch. 4, § 5* 

• Schedule A— 


I Land. I Houses. 
1899-1900 I 52,814,000 I 174.431.^ 
Local Rates for 1898-99— 

England and Wales ... 

Scotland . 

Ireland. 

In the last country the returns from ga 


I Land. I TTouses. 

23% per cent. | 76^ per cent. 

••• ;^38,602,00».. 

... ... 3,824,000 , 

. 3,234,000 

and waterworks arc includcdMn the 


rates, but are unimportant. 
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85 per cent.; or, to put the matter in a simpler form, land 
paid only one-sixth, against five-sixths derived from houses. 
Thus the true contribution from land in' England and 
Wales would be somewhat over £6'400,ooo.^ Scotland 
and Ireland show a larger proportion ; 50 per cent, would 
in their case be the share of land, and, we may say that, of 
the total £y,000,000, £3,^00,000 would fall on land. The 
extent to which the taxation of houses falls on ground rent 
is—at least for statistical purposes—an insoluble problem ; 
but, omitting it for the present, we get a total taxation of 
nearly 10,000,000 on land for the United Kingdom. How 
far this represents a charge on pure land value, as distinct 
from that on investments of capital, is questionable. We need 
not in any case hesitate to ascribe the greater part to the 
value of the land, not to the improvements. When we add 
to the above the tithes and tithe rent charges, so far as 
they are devoted to ecclesiastical or other public purposes 
the total reaches 2,500,oc». Allowing for considerable 
under-valuation in the figures of Schedule A,^ it is never¬ 
theless beyond doubt that land contributes largely to the 
public requirements. 

At the same time wc must remember that a great deal 
of this burden is of long .standing; the income tax has 
been for sixty years in continuous operation, and, in the 
early part of the century, the poor rate was e.xcessive. 
There is no evidence of new and oppressive charges being 
imposed. The growth of local taxation, as Lord Goschen 
has shown,® has chiefly affected the towns, while, until 
recently, the rent of land was rising. 

§ 5. On passing to France wc meet with a very different 
system of land taxation. The old 'Faille, whose defects 
were universally recognised, was supplemented in 1710 by 
the and from 1748-a was levied. These 

* Local Taxation Report (No. i68, 1893) xxxvii-xl. Cp. Blunden, Local 
Taxation und Finance^ 62. 

* Ovying to the great fall in the value of land the assessments are now prob* 
ably up to, or in some cases beyond, the true amount. 

* Local Taxation^ 17, 50. Cp. Mr. Fowler’s Local Taxation Report^xinw. 
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‘tenths’ and ‘twentieths’ were rather income, than pure 
land taxes, but were abolished at the Revolution along 
with the Taille, and the modern system was inaugurated. 

The decree of December, I7C)0, established the Impdt 
fonder, which was to be apportioned on all landed property 
in proportion to its ‘ net revenue.’ This phrase is evidently 
due to physiocratic influence, and was explained to mean 
what remained over after all expenses were deducted 
from the gross produce. The tax was to be a fixed sum 
apportioned among the contributories, and to be payable 
in money. It was not to e.xceed one-si.xth of the net 
revenue, and, on the loose estimate that 240,000,000 francs 
would be one-sixth, the contribution was fixed at that 
amount, with an additional 60,000,000 francs for local 
taxation. The disturbances of the Revolutionary period 
hindered the collection of this impost, and the unc(iual 
pressure, owing to the absence of proper valuations, was 
the ground of successive reductions, by which the total 
amount, from being 240,000,000 francs in 1790-6, fell to 
150,000,000 in 1821. In 1835, the increased value ofhou.se 
property, which is included by the law of 1790, was taken 
into account. The additional centimes —really an increase 
of the tax—were given up in 1850, and by 1880 the total 
amount was almost 174,000,000 francs (;^'7,ooo,ooo). The 
extra centimes for the departments and communes were 
very nearly trebled in amount since 1820; in 1880 they 
were 94,000,000 francs and 82,000,000 francs resjjectively.* 
The loud complaints of agriculturists as to the inequali- 


* More precise figures are — 






1820 

1840 

1860 

1880 

lOOO* 


Franet , 

Francs . 

Froncs . 

Francs . 

Frants . 

Principal amount . . . 
Additianat centimes for 

163,335,220 

* 55 .^y» 8 o 5 

163,837,194 

« 73 iSa 775 »* 

103,168,643 

general purposes. . . 

Ditto for uepartmentB . 
Ditto for communes . . 
Ditto for relief, &c. . 

899,677 

36,568,634 

38,518,005 

3.768,747 

33 .yj 6 ,oi 7 
47,629,611 
34,820,983 I 
3,601,486 

70,238,036 

4516^.257 

4,476,168 

94 . 077.'’70 
81,904,095 ; 
5 », 35 ‘J ,874 

8 . 377,293 
69,155:1,840 

63,647,7*7 

9,110,183 

Total. 

379,980,381 

j a65.6s7.904 j 

i‘ 84 .’ 34,655 


253,462,675 


• The figures for 1900 include only the land tax proper (ProprUlts tun 
Mites), 
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ties and unjust pressure of the ImpSt fonder led to a 
reform in 1890, by which the house tax was separated from 
thelandtax,andthc latter, which had been 118,000,000 francs, 
was reduced to 103,000,000 francs. By a law of 1897 the 
smaller properties were relieved. The result has been that, 
in 1900, even with an extra charge of 8 per cent, on the 
original general tax, the total taxation on land stands at 
253,000,000 francs or ;^io,i20,ooo. ThO increase of house 
property and buildings has supplied a new object for the 
heavier taxation, as in the case of England. The land tax 
remains one of apportionment, while the house tax, or 
more strictly that on land with buildings {Proprieti bAtie), 
has become rated, and is fixed for the present at 3'20 per 
cent. The next step in reform will probably be the 
abandonment of the apportioning of the land tax in favour 
of the more suitable rated .system.' 

§ 6. The Italian land tax is a development from the 
taxes of the sever.al Italian States. As the simplest course, 
110,000,000 lire was the amount fixed for apportionment 
among the different divisions. Measures of reform have 
been since attempted. The tax on buildings was separated 
in 1865 and made a rated tax, and redistributions of 
the total charge among the provinces were carried out. 
The defective scheme of the old cadastres has led to the 
enactment of a law pre.scribing the preparation of a new 
and uniform one for all Italy. The variations in amount 
of the land tax have been from 125,000,000 lire to about 
96,000,000 lire, i.e. speaking generally, from about 
;^4,000,000 to ;6'5,ooo,ooo, but the local taxation has to be 
added. Thus for the year 1886-7 the provincial tax was 
53,000,000 lire and the communal one 76,000,000 lire, 
which, with 110,000,000 lire, the general land tax for that 
year, made a total of 240,000,000 lire (;C9,600,000)—a much 
higher charge than that of France. In qualification it 
must, however, be noticed that the whole ta.xation of Italy 
is fair heavier. The most serious grievance is found in the 

* For the French land tax, Stourm, i. 124-220: Vignes, i. 25-39. Diet 
des Finances^ s. v. ‘ Fonciere,^ 
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instances of heavily taxed communes, where the greater 
part of the value of land is absorbed in taxation. So far 
has this been carried that there have been many cases 
of evictions by the "Statc.^ Inequality in distribution and 
excessive weight in amount are the gravest possible 
defects in any tax. The new valuation, though costly, 
will remedy the former, but the latter is a question of 
policy as well as finance. 

The Spanish land ta.x, which received its present form 
in 1845, includes stock, and is therefore more primitive. 
Owing to the want of a correct valuation, the charges are 
very imperfectly distributed. The proportion fi.xed for 
1890-1 was I5i per cent, on those places that have given 
a satisfactory declaration of value, for others lyj per 
cent. The yield for 1900 exceeded 160,000,000 pe.sctas 
(;^6,68o,ooo), with over 17,000,000 ijcsctas (;^68o,ooo) f<ir 
local purposes. The law of March, 1900, makes provision 
for a proper valuation of houses, land, and cattle, which 
will increase the efficiency of the land tax. 

The Portuguese land tax i.s closely on the lines of the 
French Ivtpot fonder. It was originally rated, but since 
1852 has been apportioned ; it, is however, projio.scd to 
return to the rated method. The yield is nearly 3,000,000 
milreis (about /i’650,000), after paying assc.ssment expenses. 

Belgium has a rated tax based on an elaborate valuation. 
Up to 1867 the method of apportionment was employed. 
The annual amount for national purpo.scs for 1900 was 
over 1,000,000, with additional centimes for local govern¬ 
ment of nearly £^oofyoo?■ 

Greece, which possessed the tithe system till 1880, has 

1 En 1876, 6,614 l^roprict^s 6taicnt cxpropriecs parle I'isc pourlc reenuvre- 
ment de 9.36,774 fmnes d’impot, et en 1S77, 6,644 propriet6s pour 662,722 
francs. Le Eisc devorc la petite propriete Irop oljcr^e. De 1S73 .\ 1K78, 
35,074 petits proprietaires ont perdu Icur avoir par rexpropriation forc6e, 
Lavelcye, IMiresd Italic (1880), 161-2. Eor the Italian land tax, De I’arieu, 
i. 205-218 ; Alcssio, Sistema I'ributario. i. 88-232. 

® Mote accurate figures for 1900 are— 

For the State, 25,924,130 francs. 

For Provinces, 3,895,846 frarcs. 

For Cominunes, 13,307,506 fiancs. 
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now a rather primitive but yet complicated group of ‘land 
taxes ’ on labouring animals, on area, and certain products, 
yielding altogether about $00,000. 

§ 7. The land taxes are confined to the several States of 
the German Empire, the imperial revenue being derived 
mainly from indirect taxation. With numerous differences 
in detail, there is the general system of basing the tax on 
official valuation. The Prussian land tax, inherited from 
the 18th century, was reformed in the period 1810-20; a 
new valuation was arranged, and inequalities in the dis¬ 
tribution between the different provinces modified ; but the 
survivals of the older system of privilege prevented com¬ 
plete success in this object. In 1821 its yield was under 

1,500,000. These inequalities were dealt with by the 
legislation of 1861. The house tax was separated, and for 
the land tax the amount was fixed at 10,000,000 thalers 
(£1,500,000) from 1865, and a fresh valuation carried out. 
The new Prussian provinces, acquired in 1866, added 
3,200,000 thalers (£480,000) to this fixed sum, giving a 
total of £2,000,000. The amount of the additional local 
charges was somewhat uncertain, but for the year 1880-I 
the communal and provincial extra land taxes were equal 
to those of the State in amount (£2,000,000), giving a total 
burden on land of £4,000,000, independent of the action of 
the income tax. 

Under the legislation of 1893 the state land tax, in 
common with the house and business taxes, has been 
surrendered by the Prussian government in order to pro¬ 
vide the local subdivisions with adequate objects of tax¬ 
ation. This long-proposed transfer only came into effect 
for the financial year commencing April l, 1895. 

Each of the smaller German States employs some form 
of land tax. Bavaria shows a less developed form in its 
reference to gross produce as the basis of calculation. 
The cadastral surveys are in most cases elaborate, and 
serve other than fiscal purposes, such as facilitating the 
transfer of land. The communes of the several States also 
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receive contributions through additions to the land 
ta.x.* 

Austria has developed a land tax on a similar type. 
By the reform of 1817 the valuation of the i8th century 
was to be replaced by a new one completed in 1856. The 
house tax was separated in 1820. In 1879 a law for revision 
was passed, and in 1881 the annual amount was fixed at 
35,190,000 florins for fifteen years, a new valuation to 
be then made. The Hungarian land tax was almost the 
same sum (35,000,000 florins), and the local charges in 
Austria levied on land were believed to reach the like 
amount. Thus the burden on land in Austria proper is 
under ;^7,ooo,ooo. 

Taxation of land in the United States is imposed 
through the general proirerty tax, which, as we shall see, 
presses with undue weight on real property, but its dis¬ 
cussion belongs to a later chapter.'-' Nor need the Indian 
land revenue be again considered. 

§ 8. The foregoing notices of the land taxation of .some 
of the principal countries bring out its characteristic fea¬ 
tures. Specially worthy of observation are : lirst, the con¬ 
siderable amount contributed on the whole, and to berth 
general and local revenues. The absolute amcriint appears 
to be highest in England, but everywhere a good percentage 
of the net annual returns is taken for public use.® Another 
very common circumstance is the employment of the 
system of apportionment. A total fixed sum is thus 
secured, and as each district must pay its part, it has a 
manifest interest in making all contribute fairly ; neverthe¬ 
less, the method has the great defect of rendering an im¬ 
portant part of the tax revenue inelastic, and it is likely to 
reduce the land tax to a rent charge, as has happened in the 
case of England. The rated or percentage .system is free 
from these faults, and is therefore the best suited for modern 

^ For the German land taxes, Cohn, §§ 303-6 ; Watjner, vol. iv. ; Fournier 
de Flaix, 393 sq. * 

* Bk. iv. ch. 4, § 3. 


Probably lowest in Saxony. 
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finance. A third question intimately connected with the 
land tax is that of valuation. If the ‘ rated ’ system be 
used, it is necessary in the interests of justice that the basis 
on which the estimate of value is made'should be uniform. 
Thus e.g. the English valuation of land is believed to be 
closer to the true value than the Irish one, from which it 
follows that the income tax in its A schedule is not the 
same in the two countries.* The Italian land tax affords a 
more extreme instance of the same evil. In all countries 
this inequality must in some degree exist between indi¬ 
viduals and smaller districts, but this fact only 
strengthens the claim for all practicable efforts to secure 
the removal of proven injustices. Even if it be impossible 
to alter quickly the particular forms of the tax, there is 
an advantage in knowing the amount of inequality, which 
can then be compensated by the adjustment of other 
taxes. 

Finally, the land tax is what has been called a ‘ real ’ 
tax ; it deals with the object, land, and takes no note of 
the position of the proprietor. When properly developed 
it is proportioned to net produce, and therefore allows 
for the expenses of working the soil. F'or the same reason 
it .should not take indebtedness into account.^ Charges on 
land are a part of the net return, and have no claim to 
deduction. A variable land tax may therefore press with 
great severity on encumbered proprietors who have to pay 
the tax on the interest of their debts. Any attempt to 
remedy this evil has the necessary result of creating a 
partial tax on interest of capital, and, if unaccompanied by 
taxation of other forms of capital, would either discourage 
loans to owners of land or raise the interest on mortgages. 
The conclusion suggested by these facts is that the land 
tax had best be absorbed in a general income tax, 

' It does not follow, as has lieen asserted, that Ireland suffers from this 
system. It would on the whole tell in her favour. 

* Professor Seligman —Political Science Quarterlyy vii. 719—seems to 
question this proposition, whi^h nevertheless is a necessary deduction from the 
nature of the land tax, 
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when part of the burden would, as under existing English 
arrangements, be paid by the creditors. If, on the other 
hand, the distinct land tax be retained, two courses are 
open : either to retain it at a fixed amount, when it becomes 
a rent charge, an undesirable proceeding, or to give it up 
to local bodies. We have seen that taxes on real property 
are a good form of local revenue,' and both in France and 
the United States this treatment, which is in accordance 
with British practice, has been proposed. The actual con¬ 
dition in Germany with its numerous smaller States partly 
attains this result, which has been reached in I'russia by 
the reforms of 1893.® 

§ 9. The incidence of the land tax is a final (piestion for 
consideration. In its ruder forms the pressure fell chiefly 
on the actual cultivators, though the ultimate effect of 
heavy ta.xation must have been felt by the proprietors in 
the check to agricultural improvement and the diminution 
in their dues. On the hypothesis of competition, a pro¬ 
portional tax on produce, a tithe, would tend to raise 
prices, and thus at fir.st fall on the consumer, unless there 
was free importation of the article frr)m abroad. Such was 
Ricardo’s reasoning in res|)ect to tithes, which had to be 
paid from land at tl'.e margin of cultivation, and which con¬ 
sequently yielded no rent. Me failed to .see the inevitable 
effect of dearer food in retarding the progress of the 
community, and thereby preventing the increase of rent. 
The pressure of a tithe is surely, as time elajjscs, in 
greater degree pas.sed on to the landlords.-’ As soon- as 
net return is taken, as the standard for taxation, rent is the 
element affected. A land tax, therefore, in its developed 

' Bk. iii. ch. 6, § 4. The recent IVu.ssian legislation noticed in § 7 is in 
accordance with the doctrine here laid down. 

* The proposal was made hy Letin Say in the debates on the fmpOt fonder 

in 1890 {Finances de la France, iii. 437), and by l'rofes.sor Kly, Taxation^ 
251-3, who would exempt land from even ‘ State’ taxation. • 

* Sec Ricardo, Principles, cli. 9. McCulloch, Senior, and J. S. Mill all 
desert him in this case. See Bk. iii. ch. 5, § 6; also J, S. Mill, Pftnu'piesf 
Bk. V. ch. 4, S 4. 
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form, may not inaccurately be regarded as a tax on rent, and 
the general principles of incidence applied to it. In actual 
working, however, various complications arise. The action 
of competition is not always found in full force, and so far 
as any portion of the pure economic rent is held by the 
immediate payer—tenant or other—he has to submit to the 
burden.^ A land tax may also affect the interests of labour. 
If investment of capital in agriculture is checked, and if the 
rate of wages is easily affected by the action of employers 
(as has been often the case), taxation on the cultivator may 
be shifted, not to the landlord by lowering rent, but to the 
labourer by lowering wages, or in a time of rising prices by 
preventing their proportional increase in money.^ Again, 
the fact that the land which is the object of taxation often 
owes its value to the capital sunk in it makes the burden 
fall on the yield of fixed capital, a point which has been 
already considered.^ 

A more difficult and disputable point arises in connexion 
with the incidence of a long-continued land tax. Here it 
is said that the tax is really a deduction from property. As 
land is sought for its revenue, whatever lowers its revenue 
lowers its selling price, and therefore a land tax falls 
altogether on the po.ssessor at the time of its imposition. 
Subsequent acquirers take the land subject to the burden, 
and pay a lower price in consequence. This process of 
‘ amortisation,’ as it has been called, makes the subsequent 
removal of the tax undesirable; the persons who have lost 


^ * As a matter of fact it appears that a great portion of the farms in England 
are not rack-rented. If so, it is dear that any increase in local burdens must 
fall on the margin between the actual rent and the rack-rent, and so far 
diminish the advantage derived by the farmer from his actual rent being 
below a rack-rent, and till that margin were exhausted it would naturally be 
useless for him to apply to his landlord to readjust his rent.’ Goschen, Local 
Taxation^ 165. But as Mr. Blunden {Local Taxation and Finance^ 42) points 
out, in times of depression this may tell in a different way. Rents continue 
above the economic level, and the rates paid by the occupier are an aggravation 
of his position. 

* Sed Leslie, Essays^ 395 ” 7 » for •■n illustration. 

• See Bk. iii. ch. 5, § 6. 
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by its establishment are not the same as those who gain by 
its remission. A purchaser buys land at a lower price in 
consequence of the tax, and gains a like advantage by its 
removal; in fact, he,»s allowed for it twice over, once at the 
time of purchase and again at that of remission. 

The elements of truth in this theory, which has received 
much favour, appear to be the following : (i) as previously 
pointed out,^ when a land tax becomes definitely fixed, so 
that it can be foreseen, or even capitalised and redeemed, 
there is no inaccuracy in speaking of it as a charge on land 
which lowers its selling price; it is just the same as a 
mortgage, and is so regarded by purchasers ; (2) a stable 
tax of any kind has some of the advantages to which 
Canard gives such exaggerated importance. Its pre.ssure 
is more regular, and therefore less felt. An invariable land 
tax undoubtedly has this in its favour. On the other 
hand, there is no reason for regarding the modern land 
taxes as perfectly stable and fi.xcd. In transactions with 
respect to land there are not merely the existing but the 
prospective burdens to be taken into account. To assume, 
e.g-. that the French ‘ centimes addilionnels ’ or the Finglish 
local rates have been ‘ amortised ’ would be an obvious 
error. We cannot foresee the future movement of taxation 
in respect to land, and we cannot expect that the pre.sent 
systems will always continue. Another important con¬ 
sideration is the relation of land taxation to the other 
forms. If it should happen to be unduly heavy there would 
be a tendency to depress the value of the land so taxed, 
just as if it were too light its effect would be the opposite ; 
but this is characteristic of all taxation. Tea, sugar, or any 
other commodity will have its value for the time being 
affected by the creation or remission of a special tax on it. 
But where there is a due proportion of taxation to the 
several forms of income, the inve.stor in land will only 
receive the same proportional return as he would obtain in 
other directions. Any alteration in the land tax ought to 
• Bk. ii. ch. 4, § 5. 



44 * 


PUBLIC FINANCE 


BOOK rv 


have as its motive the effort to secure a more equal dis¬ 
tribution of. burdens, and to this there can be no valid 
objection. At the same time, where a tax has been recog¬ 
nised as at once special and definitely fixed, it seems to 
pass out of the ordinary category of taxes and into that of 
charges, a transformation only possible in the case of 
durable productive wealth, and most prominent in resjiect 
to land. 



CHArXER II 


TAXI'S ON CAriTAL AND HUSINKSS 

§ 1. For fiscal purposes durable capital has the closest 
resemblance to land—the two are indeed sometimes inex¬ 
tricably mixed up together—and of its different forms 
houses and buildings generally are the most important 
from the same point of view. .Sometimes as an integral 
part of the land tax, but more often with a fii.stinct posi¬ 
tion, \vc find the charge on houses used both for local and 
general purpo.ses. The rea.sons for its employment are to 
be found, partly in its conne.xion with land, [jartly in the 
universality of the use of house.s, which extends taxation to 
all classes, partly in the convenience and readiness of 
assessment, and finally in the belief that the value of a 
person’s house was a satisfactory test of his income. These 
considerations have very different weight :it different 
periods. In early times the one object was to secure 
receipts, and for this purpose hou.ses, or something con¬ 
nected with them, \vere convenient objects of imposition. 

As in the case of land, the precise form adopted varied ; 
at first houses were taxed simply as part of the land on 
which they stood, being treated as a particular kind of 
improvement. The hearth or chimney tax was in use in 
the feudal period. The substitution of windows for 
chimneys made another variety, to be succeeded by 
taxation assessed according to the class of house, 04; the 
letting value. The problems and course of development 
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of the land tax reappear with modifications in the case of 
the house tax. 

§ 2. England shows this development. The hearth tax, 
established in 1662, was so unpopular.that it was abolished 
in 1C88, but soon replaced by the window tax, under which 
a scale of payment was fixed—ten windows and under, is., 
increasing at a higher rate for a larger number. With several 
changes in the rates, and with additional stringent pro¬ 
visions to check evasion, the tax continued all through the 
eighteenth century. In 1815 its yield was about .^2,000,000. 
Sounder ideas of taxation led to its repeal in 1851. Adam 
Smith’s suggestion that inhabited houses should be taxed 
on their annual value was adopted in 1778, in addition to 
the existing window ta.x. Houses under .ifs value were to 
be free ; those between and ;^^5o to pay 6d. in the pound 
(2J per cent.); those over £so, u. (5 per cent.). Several 
increases of the tax were made for war purposes, till in 1808 
the rate on houses of ;^40 and over was 2s. lod, or nearly 
IS per cent. By a curious .selection the house duty was re¬ 
pealed in 1834 instead of the window tax, but on the repeal 
of the latter in 1851 it was reimposed. Houses under .; 4^20 
were exempted, and business premises paid only two-thirds 
of the rate on ordinary houses, i.s., 6d. and gd. per pound 
respectively. The last change has been made in 1890, 
when Lord Goschen restored the old system of grading. 
Houses between ;^'2o and .^40 pay only id., and those 
between £40 and £C>0, 6d., the corresponding rate on 
business premi.ses being 2d. and 4d. The yield of the tax 
was by those changes somewhat reduced from its highest 
point of £2,000,000 ; in 1900-1 it amounted to 1,700,000.^ 

To arrive at the total pressure of taxation on buildings 
we must add (i) the income tax in .schedule A, amounting 
at Sd. to about ;^4,8S0,00O, and (2) the great mass of local 
rates. Taking the figures in the last chapter, if the balance 
of rates can be assigned to buildings, we would get the 

* On the English house and window taxes. Wealth of Nations, 3 SS -357 : 
Dowell, ill. 165-192. 
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enormous sum of £-^$joo,ooo, as their local taxation.* 
The occupier, the ground landlord, and, in the case of 
business establishments, the consumers of the commodities 
are all participants in'the burden, but we mu.st again note 
that a great deal of this expenditure is economically repro¬ 
ductive, so that the taxes are paid out of a fund created by 
their employment. 

§ 3. France has not reached the same stage of develop¬ 
ment as England in regard to this form of ta.xation. The 
separation of the land and house taxes has only lately been 
accomplished, and the door and window tax still exists, 
in addition to the Mobilier, or tax on letting value. The 
latter, suggested under the monarchy as a substitute for 
the personal Faille, was in its origin, as established by 
the Constituent Assembly in 1791, a tax on income, based 
on the irresumption that house rent w.as a measure of its 
amount, but owing to the belief that income increased 
more rapidly than the cost of housing, the tax was on 
a progressive scale so calculated as to be proportional 
to inernne, and some qualifications were made by using 
other elements. In 179S these refinements were abolished, 
and the Mobilier became a house tax. The tax (which 
is combined with the personal ta.x, to be cli.scussed 
in the next chapter) is apportioned, and amounts to 
about .£3,500,000, of which nine-tenths come from the 
house tax part.^ The contributions to local taxation 

* Bk. iv. ch. I, § 4. Sir If. Fowler’s estimate for England and Wales in 
1891 was ;i^23,560,000, hut it sliould l>e reinemiicrod that other pri>|)crty is 
included under lliis lieading. Lo(al Taxation Report^ xl. 

* The yield of the J\rsonnc//e viohiUire has been as follows— 


Francs (ooo’s omitted). 
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102,675 









446 


PUBLIC FINANCE 


BOOKUr 


.4,through the additional centimes'^ are of an even larger 
amount. 

The door and window tax was established under the 
Directory in 1798. At first a rated tax, it was appor¬ 
tioned in 1802, and, with the exception of 1831-2, it has so 
continued, with a steady increase in amount. From a little 
over ;^500,000 in 1830 it has risen to nearly £1,600,000 in 
1885, and ;Ci,900,ooo in 1900, while the additional centimes, 
that were only ;^ioo,ooo in 1830, exceeded £2,000,000 in 
1900. The total may therefore be regarded as about 
;^^4,ooo,ooo, obtained by an inconvenient and vexatious 
method.^ To the foregoing the building tax, now separated 
from the pure land tax, adds a sum of ;^3,ooo,ooo for the 
principal, with additions coming very close to £%6oo,ooo 
(X^3,150,000 of that amount being for the communes and 
departments in about equal proportion). As the tax 
is now a rated one the Increase in value of house property, 
even if the present rate is maintained, will add to the yield. 
The total burden on houses is therefore, speaking broadly, 
about £ 1 7,000,000? 

1 Some of which, however, are reserved for the central government. In 1890 
the oo/r/wer artVi’/r/enwe/r raised for state purposes came to 18,262,000 francs. 

* The figures for the ‘ door and window ’ tax arc— 


l''RANt:s (ooo’s omitted). 
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12,812 

33.911 

36,588 


39.703 

42.609 


47.455 


2,711 

23.750 

33.594 

3**.320 

42,186 

51.350 


• The Imptt fonder on propridis duties, now separated from the land tax 
proper, gives the following results—■ 


Francs (ooo’s omitted). 
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8.739 

10,647 

> 2.579 

32,422 

35.588 

38.362 

33.936 

37.147 

39.623 

>38,575 

152,104 

>63,475 


Taking this with the preceding notes we reach the result in the text. Mr. 
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Italy had, as we saw, established a distinct house tax in 
1865. The amount obtained by it in 1866 was £1,2,00,000 ; 
by 1886 it had more than doubled, being nearly ;C2,650,ooo. 
Moreover the local charges, superimposed on the |)rincipal, 
came to almost the same amount. For the year 1892-3 the 
total State taxation amounted to ;£3,435,000. Though the 
absolute amount is much less, the pressure is probably 
greater than in England or France.’^ 

Belgium, Spain, and Portugal do not separate their land 
and house taxes ; it is therefore impossible to deal with 
them under this head. 

The Prussian house tax was made distinct in 1861, and 
separately collected since 1865, being proportioned to value 
—2 per cent, (or 4 per cent, in the ca.se of houses let to 
tenants). It grew with the increase of wealth from .^850,000 
in 1878 to over ;^l,500,000 in 1889-90. The local charges 
came to Ic.ss than half that amount, giving a total of about 
£2,200,000?- Like the land tax it passed from the State to 
the local bodies in the financial year 1895-6, 

In most of the smaller German States the house tax is a 
part of the land tax. Bavaria, as in the case of land, 
applies the ‘area’ and ‘productive power’ principle to the 
ta.xation of houses. 

The Austrian house tax, in existence since 1820, yielded 
for 1893-4 about ;t3,ooo,ooo, anrl that for Hungary, about 
£1,000,000, not including the local charges.^ 

§ 4. P'rom the facts just given, we can sec that the 
course of development in respect to the taxation of biiild- 
ings is towards taking their value, or, if possible, their 
annual yield, as the basis of assessment, and at the same 

Egerton in the year 1890, estimatetl that ‘ ihc toial tax on land and housc.s in 
France will he found to anioiint this year to ahoul 5,000,000 inde)H-ndcnlly 
of the personal and * viobili^re' tax of .7^5,500,000 and of the door and 
window tax of over ;£‘3,ooo,ooo.* Reports as to the Taxation of Land and 
Buildingsy (C. 6209), 16. 

^ For the Italian house tax, Alcssio, i. 233-266. • 

* Cohn, § 306; Reports on Taxation (C. 6209), 31. 

• I.e, taking the florin at is. The figures are—Austria, 30,713,000 fforins . 
Hungary, 10,000,000 Borins. 
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time towards separating them from land. The French 
door and window tax may, therefore, be at once con¬ 
demned as a pernicious survival of an antiquated method : 
its abolition, or absorption in the htobilier, is merely a 
question of time. 

The problem of assessment has usually been dealt with 
in the way approved by Adam Smith, but with a large 
allowance for expenses and repairs, varying in the different 
countries. On the whole, it is easier to ascertain the letting 
value of houses than of land, and there is, besides, the 
element of cost of construction to be used as a corrective. 
Some difficulties, however, certainly exist. It is not easy 
to deal with deterioration and the resulting loss of value, 
more particularly in respect to buildings employed in pro¬ 
duction. Revaluation at short intervals is the only suitable 
way, but it is both troublesome and expensive. The oppo¬ 
site case, i.e. where improvements have been made, is 
also complicated. Increased value ought certainly to 
be taxed, but the effect in checking improvements is 
serious. The usual course of allowing a period to elapse 
before rating new constructions affords the best practical 
solution. 

The taxation of expensive private dwellings, such as 
noblemen’s mansions, has attracted more attention than its 
intrinsic importance warrants. In England such houses 
have been rated at a nominal figure on account of the sup¬ 
posed expense of maintaining them, which is thought to 
reduce their letting value. On the other hand, the cost 
of construction, or again that of reconstruction, has been 
proposed as the basis for valuation. Neither is, however, 
adequate. Letting value fails where the objects are not 
really and in fact let to tenants. Cost would give much 
too high a value in some cases, as expenditure is not always 
represented by additional value. The true test in such 
cases lifes in the utility of the house and surroundings, 
which selling or market letting value would measure, but 
which, in its absence, must be estimated, either by reference 
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to similar dwellings let elsewhere,' or by the probable ex¬ 
penditure of the possessor on his house accommodation. 
The modern tcnfiency to apply commercial principles, even 
to aristocratic residences anti estates, will afford a means of 
readily gauging value in these instances. 

§ 5. Far more important is the very difficult quc.stion 
of the incidence of house and building taxes.'' So many 
elements are combined that the assignment to each of its 
separate share is a task of some complication. T he value 
of the ground on which the buildings stand is determined 
by the law of rent, and a tax that falls on it would, there¬ 
fore, appear to be untransferable. A house is a (larticular 
kind of commodity, and its share of ta.xation may be su|)- 
posed to come iftidcr the laws that determine the incidence 
of ta.xes on commodities. Accordingly, .A.dam Smith, 
Ricardo, and Mill have agreed in asserting that taxes on 
ground rent fall on the landlord, while those on building 
rent fall on the occupier. The builder must, they thought, 
get his fair profit and will therefore e.scape taxation. The 
solution is unluckily not quite so simple. First, as to ground 
rent, wherever there is an alternative use for land, it is plain 

* The plan a<lopted in the recent valuation of buildinj^s in Krance, Fiuant 
Archh', viii. 193-4. 

* Cp. with the discus.sion in the text the fvilU'C treatment hy Professor Seli^- 
man, Incidence^ Part ii. ch. 3. llis careful di.sciiininalit)n of llie dilTcrent 
effects of the tax according; t(> its pninl of hrst imposition - on the laiulowner, 
builder, or occupier—is most valuiihle as a le.sson in the cfi'ect of economic 
friction, but he seems to ^;ive too little weight to the forces liiat shift taxation 
on the ground owner. In his second edition, Professor Seligman remarks 
that this criticism ‘seems to overlook’ the statement in liis text that ‘as 
between the landowner a^id the ten:int, the tenant is the weaker party ’ [hut- 
(UncCt 241). Tlie assertion so broadly made is a dispiitahlc one. It tloos not 
follow that because rent rises with increasing demand, it will rise still further 
in conscfjuence of a lax. The ditTercnce of view as to the elasticity of demand 
for houses accounts for the difference on this point. Moreover, in the theory 
of incidence it happens that the holder of a differential gain is the weaker 
party {tfi/ra, Bk. vi. ch. 5, § 6). To avoid misapprehension, it must be added 
that it is not * the tax ’ but a portion of it (as suggested by the word ‘ taxation ’) 
that has a tendency to pass on to the grtmnd owner. Profe.ssor IMgeworth’s 
complete agreement powerfully supports the position here taken {Economic 
Journaly vii. 66). See for further reference to the latest discussions Bk. iii. 
ch, 6, § 5. 
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that a tax on it, if employed for building, is strictly limited 
by that other use ; thus until the rent of land for building . 
exceeds that of agricultural land by the amount of the 
tax, no landlord will let it for that purpose. The tax on 
this minimum ground rent would be passed on to the 
builder, and by him to the occupier; but once it is reached 
the ground landlord has a differential gain, and cannot 
escape by withdrawing his land, as he would thereby lose 
still more. We can, therefore, accept the doctrine of the 
non-shifting of a tax on ground rent as generally true. 
The other part of the doctrine requires more consideration. 
The rent of houses depends proximately on the conditions 
of supply and demand ; taxation levied from the occupier 
is equivalent to .so much additional rent; ifre.sembles arise 
of price in the case of an ordinary commodity. The con¬ 
sequent check to demand tends to take off part of this 
increase, and therefore the initial effect is to throw some of 
the tax on the house owner.' As houses are a very durable 
commodity, the adjustment of supply to the altered demand 
may take a long time to accomplish. It will largely depend 
on the economic position of the locality; if it is progres¬ 
sing, the tax will hinder building until rent rises to its old 
level ; but if it happens to be stationary or declining the 
burden remains on the house owners, who are the posses¬ 
sors of a particular kind of fixed capital. Even in an 
advancing locality the shifting may be on the ground rent. 
The increase of house rent that checks building thereby 
reduces the demand for building ground, and con.scquently 
lowers its value. It is highly probable that some at least 
of the burden will be so distributed. Or, again, it may 
happen that, owing to their situation, the premises command 
a specially high, or what is popularly called a monopoly 
value, in which case the owner, having obtained the highest 
possible rent, must submit to pay the public charges ; the 

' If the liouse tax were levied directly from the building owner, the influence 
of econt^auc friction would keep part of the burden on him. 
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mere building owner will recoup himself at the ground 
landlord’s expense.* 

In the case of buildings used for production or business 
there may be a further shifting. The ta.xes levied on 
factories and shops form a part of the e.xpenses of the 
manufacturer or trader, and tend to rai.sc the prices of the 
commodities supplied by him ; but where the ta.xation is 
uniformly distributed, a general ri.se of prices from this 
cause being impossible, the tax would not be transferred. 
As this uniformity is never really found, there will be a dis¬ 
turbance of values through ta.xation, with an ultimate in¬ 
cidence on interest and employers’ gains. The taxation 
of houses in all countries varies according to locality, and 
the morlern improvements in transport and business organi¬ 
sation have brought retail prices nearer to a general level. 
The result is that the shifting of building and house taxes 
to consumers of commodities is hardly possible, prices be¬ 
ing limited by outside competition, and it must therefore 
be on the owners of the ground, in so far as it does not 
rest on the house owners, traders, and manufacturers in 
question. Still the levelling force of competition is not < 
universal, and shifting is not always possible,'and it may 


* Professor Scligman (Incidence^ 242 n.)ask‘>, * Ikit why sluiuld the land- 
owner take less ? The building owner is in the weaker position, for his build 
ing is on the land and under the law goes with the land.’ This implies a* 
misconception of the supposed case. It is the intending builder who is 
considered, and therefore, the question may he answered lltus—because, other¬ 
wise, his site will remain vacant. Th^j building owner is not in the weaker 
position, for his building is not yet on the land. In respect to existing lca.scs 
there is no room for shifting between the building owner and ground owner, 
and when a lease has ex[>ired, the ground owner absorbs the building owner’s 
interest, or, as Professor Scligman puts it, ‘the building under the law goes 
with the land.’ Cp. the statement ‘ this freeholder is generally spoken of as the 
“ground landlord,” but ... is in no sense more the owner of the ground 
than of the house ... At the expiration of the lease Iioth land and house 
revert to him together.* Ktport of Town Holdings Committee, vi. vii. This 
position is fully accepted by Lord Balfour and his co-signatories in the separate 
Report on urban rating and site values. Commi.ssion on Local Taxlition, Final 
Feportf 154. A slight alteration in the text meets Professor Scligmq^’s other 
objection, viz. ‘ that there is no such thing as a strict monopoly value of a lot. 
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be that in the influence of taxation we have at least a 
partial explanation of two important economic facts: (l) 
the curious local diversities of prices, and (2) the failure of 
various local industries^ The creation of various interests 
makes the matter more complex. Retween the ultimate 
owner of the soil and the immediate occupier there are 
often, as already noticed, several intermediate interests, and 
the house and buildin" taxes may be placed on them in 
different degrees. The tenant, free to leave, can, if the 
economic conditions favour, throw back his taxes, but the 
leaseholder cannot, for this rea.son legislative provisions 
are urgently required to secure a due division of burdens 
that the process of shifting cannot fairly distribute, and 
the problem of devising a fair liou.se tax is made more 
difficult. Division of rates between occupiers and owners 
is an old [iroposal tending in this direction. More radical 
is the plan for ta.xing ground rents, either by a special 
charge imposed on them or by the method of deduction, 
the holder of each interest retaining the amount of the tax 
on the payment made to his immediate superior.'* The 
policy of confining general taxation of land and houses to 
their contribution in common with other kinds of revenue 
to an income tax appears to be the soundest. Local finance 
is thereby supplied with a special kind of taxes and the 
question of unequal valuation between localities is reducer 
in importance. 

§ 6. The taxation of land and buildings covers most fixed 
capital. Many doubtful points may arise as to the treat¬ 
ment of machines and fittings, but they usually come in 
connexion with the ta.xation either of mines (a form of land) 

^ Fawcett, Political Economy {5th ed.)i 626. His argument as to the inci¬ 
dence of rates on the consumer is based on too rigid an interpretation of the 
doctrine of equality of profits. 

* The latest scheme in this direction is that of a section of the Local Taxa 
tion Commission for a special charge on site values. This charge is to be divided 
between^towner and occupier, the latter deducting one-half the tax from his 
payment. See Final Report^ I53~176. More extreme plans are vigorously 
criticised in this Report. 
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or of factory buildings, and arc taken as part of a general 
property or income tax, or come in as indications to be 
used in the taxation of business. Pro[)osals to tax fixed 
capital as such have been made, but they have not as yet 
been reduced to practice. Apart from the taxation of land 
and buildings and the taxes on particular commodities, we 
have next to examine the taxation of floating ca])ital. 

The question of a tax on interest presents it.solf in prac¬ 
tical finance chiefly as to dividends and mortgages. They 
represent the great mass of wealth that is invested by its 
owners for gain without their direct supervision. Floating 
capital as such is so closely combined with other elements 
and is so hard to trace, that its .separate taxation is scarcely 
ever presented. Unless this large part of wealth is reached 
in some way there is an undue encouragement given to it. 
Investments in land and industrial enterprises arc checked, 
and the di.stribution of taxation is so far unfair. These 
rea.sons point towards the adoption of the general income 
tax, which will necessarily include the revenue from floating 
capital. 

The separate taxation of floating capital for general or 
local purposes in a direct form is not found in Ivngland, 
but Schedule C (and part of D) of the income tax discharges 
this function, and loans in the form of mortgages come under 
Schedule A. The yield of Schedule C for 1900-1 came to 

1,671,000. The taxes on acts are of service, as they 
compel these forms of wealth, so difficult to be reached by 
direct means, to contribute to the revenue. 

France has employed a substitute for this part of the 
income tax in the Impdt sur les vaknrs mobilieres, intro¬ 
duced in 1872, by which 3 per cent, was imposed on the 
shares of companies either home or foreign ; the yield, which 
in 1873 was ;i£'1,250,000, increa.scd by 1880 to nearly 
.jf 1,600,000: by 1890 to over ;£^2,ooo,ooo. The rate was 
raised to 4 per cent, in 1890, and the estimate for 1902 is 
;t3,130,000, or nearly double the receipts of 1880. * 

Italy, like England, reaches interest by means of a general 
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income tax, and such is the usual method. In fact, one of 
the strong reasons for its introduction is precisely the desire 
to make capital contribute its due share. In some of the 
South German States a special capital tax has been de¬ 
veloped. Bavaria has a capital tax besides its income tax, 
and both Wurtemberg and Baden have somewhat similar 
imposts. 

The great objection to a separate tax on the yield of 
capital is the extreme difficuty of making it effective. The 
necessary result of the case with which it is escaped is 
injustice in its distribution. The French tax on vakurs 
mobitkres falls on the shares of companies ; it is analogous 
to a corporation tax and tends to discourage those associa¬ 
tions. Investments abroad are much more easily kept out 
of the tax collector’s ken, and thus the progress of home 
investments is checked. On the whole the reasonable con¬ 
clusion is that the distinct tax on interest has no place 
alongside of the land, building, and business taxes that form 
. so large a part of the fiscal receipts. 

Its incidence, which in the case of a complete and com- 
' prehensive tax on interest is on the holders (unless in so 
far as the supply of capital is checked by the lower returns), 
is affected by the partial form that it usually takes. A tax 
on, e.g. mortgages lowers the profitableness of that parti¬ 
cular kind of lending, and will therefore force the mortgagors 
to pay at a higher rate under the penalty of getting a less 
amount of accommodation. Thus the incidence will prob¬ 
ably be partly on landowners requiring loans, partly on 
capitalists in general, as some of the capital that would 
have gone to land will seek other outlets and lower the 
rate in them. The same reasoning applies to other similar 
cases—taxation of corporations or any special use of capital. 
The question, already noticed in connexion with land, of 
the wiping out of the tax by the sacrifice of the capital of 
the original holders presents itself here. Stocks or shares 
subject to a tax must sell for less than if they were free 
from it, and it may be thought that the transactions of the 
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Stock Exchange speedily discount these public charges 
and estimate the taxed shares on their net revenue. In 
dealing with this case two considerations deserve notice, 
(i) the ever pre.sent possibility of the repeal or alteration 
of the tax, and (2) the extent to which other primary forms 
of revenue are burdened with like charges. If revenue from 
land, building.s, capital, and personal e.xcrtions is all sub¬ 
ject to the same charge there can be no depression of their 
relative valuc.s. The so-called 'throwing off’ {AbiLhihnnjf) 
of taxation means simply that taxation as a whole is a 
deduction from the resources of the country where it is 
imposed. 

§ 7. The scantiness of direct and special taxation on loan 
floating capital is further accounted for by the greater 
prominence of industry as an object for the financier. 
Pure interest is not so readily taxed as profits ; the older 
English writers have in fact preferred not to separate this 
compound element of income. Taxation of jjrofits takes 
the joint yield of capital and business ability for its object, 
a cour.se justified by the close connexion that exists in 
reality. The financier must deal with external character- ^ 
istics, anil, as rent has to be taxed through land, so have 
earnings been selected as a mark for imposition in prefer¬ 
ence to the more refined elements of interest and employers’ 
gains. The actual taxes on industrial rcccijrts may indeed 
include the .several factors of rent, interest, wages, and 
employers’ gain, since both land and labour may contribute 
to the creation of what is popularly and legally described 
as ‘ profit.’ 

The original form of this taxation is found in the licenses 
for trade so common in earlier times. Traders who at first 
were supposed to pay the import and export duties imposed 
on their commodities were besides subjected to duties for 
pursuing their particular avocation. The whole medixval 
system of incorporations and guilds, which survive!! till the 
French Revolution, placed certain burdens on those erfgaged 
in industry, and the modern ‘tax on business’ may regard 
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this as its precursor. Within the present century there has 
been a marked development of this form of taxation, in¬ 
fluenced very much by the French system to be presently 
described. 

Some very difficult questions are raised by the taxation 
of profits, questions that it is to be feared can in practice 
admit of only a partial .solution. Foremost of these is the 
ascertainment of the actual amount earned. Valuation of 
land and of buildings is a complicated and expensive pro¬ 
cess, but it is light compared with the task of measuring 
the fluctuating gains of industrial production. It would 
sometimes be impossible for the taxpayer himself to say 
what were his gains in a given year, but a greater difficulty 
lies in his unwillingness. The unchecked declaration of 
the contributor is quite ineffectual, while official assessment 
involves a considerable amount of arbitrary interference 
with private affairs. Taxes on industry and profit as dis¬ 
tinct from a general Income Tax are usually based on 
certain legal presumptions. The letting value of the area 
occupied, the character of the business, the number of 
persons it employs, the population of the district in which 
it is carried on, may be used separately or in combination 
as indices of taxable capacity. None of these tests can be 
expected to give an exact result, but their use tends to ob¬ 
viate the dangers of fraud on the one hand and inquisition on 
the other. Productiveness and a tolerable approach to just 
distribution are the two essentials in taxation : the unfair¬ 
ness that the use of presumptions must more or less cause 
is on the whole a less evil than the encouragement 
to dishonesty that self-assessment gives. Moreover the 
gains of industrial occupations are now too large a part 
of the national revenue to be allowed to escape taxa¬ 
tion without causing greater injustice than their exemption 
would remove. Profits hold the place that land revenues 
formerly occupied. 

§ 8. The actual taxation of profits in England apart from 
the license duties on particular trades and occupations is 
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series of later measures.^ The tax applies to all occupa¬ 
tions and professions not specially exempted. It is 
divided into a fixed and proportional duty, and, unlike 
the other direct taxes, it is ‘ rated,’ not ‘ apportioned.’ 
Of its four classes or ‘ tables,’ one (D) is imposed on 
salaries ; the others embrace the various kinds of trades. 

, The so-called ‘ fixed ’ duty is really graded. For the first 
class (Table A) its amount depends on (i) the kind of 
trade and (2) the population of the commune in which it 
is carried on— e.g. a trader in the first group of Table A 
in a commu 7 ie with over 100,000 inhabitants pays ;^I2 
(300 francs), one in the eighth group only 10s. (12 francs). 
Were they in a commune with less than 2,000 inhabitants 
they would pay 28r. (35 francs) and is. Sd. (2 francs) 
respectively, and the latter would be exempt from the 
proportional tax. In the second class (Table B) special 
rates are laid down, ranging from ;^8o to £1, according to 
business and population of the commune. The third class 
(Table C) has a fixed duty for each trade, with additions 
for each workman employed. 

The proportional duty is a certain percentage on the 
letting value of the trader’s residence and establishment, 
varying from 10 per cent, to 2| per cent, on the first 
class, 10 per cent, on the second, and in the third v.arying 
from 660 per cent, to 2 per cent., imposed at different 
rates on residences, warehouses, and factories. Thus a 
pin manufacturer who falls under the third group of 
T.able C pays 18 fraifcs, plus 3 60 francs per workman 
employed, 5 per cent, on his residence and separate shop, 
and 2j per cent, on his factory. A Paris banker (Table 
B) pays 2,000 francs and 10 per cent, on his house and 
bank.® 

The object of this very complicated system is evidently 
to escape the arbitrary pressure of officials. External 

’ Most important is the law of 1844, amended in 1853,1872, 1880, and 1893. 

’ Fo.'the/"n/rx/a see Vignes, i. 52-53. ii. 333-380; Leroy-Beaulieu, i. 393- 
414 ; Wagner,-iii. 468-489. 
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marks supply the materials for assessment, and prevent 
the honest from suffering through the evasions of other 
tax-payers. There is in addition an advantage given to 
the more successful producers and traders, as their e.\tra 
gains are free from taxation. The State assumes that, 
in a given situation, so much profit will be made, and 
taxes accordingly; any defect or excess concerns the 
trader alone. 

Certain gaps in the Patente tax are noticeable, especially 
that caused by the absence of agriculturists. The farmer 
is free from this tax ; his profits do not contribute to the 
services of the State. The Impdt fonder is a ta.x on rent 
in the main, and cannot be regarded as counterbalancing 
the taxation of industrial profit.s. 

In spite of its complication, inequalities, and failure to 
include agricultural profits, the Patente has the two great 
advantages of being productive and not very unpopular. 
As a contribution to the State it has risen from less than 
£1,000,000 in 1830 to over £2,000,000 in i860, over 
£1,000,000 in 1880, and ;£'5,200,000 in 1900. The addi¬ 
tional centimes for local purposes have grown from being 
under £ 10,000 in 1830 to £goo,ooo in i860, £2,200,000 in 
1885, and ;£'2,68o,ooo in 1900. With the small extra items 
there is thus a total amount of over ;t8,ooo,ooo obtained 
from this source.^ Licenses are also used in the Trench 
financial system, but their return, under £500,000 in 1883, 
was only slightly over it in 1889. To these should be 

^ More accurate figures are— 

'F RANCS (ooo’s omitted). 



Vrimipat. 

Adliitional. 

Totat» 

1830 

23.047 

S »209 

28,256 

1860 

48,508 

SI,621 

80,129 

1880 

79,009 

8 .S,.TO 7 

l 6 t \,()<)6 

1885 

81,381 

90,535 

171,016 

1890 

■83,844 

95,874 

179,718 

1895 

86,680 

103.235 

180,915 

1900 

91.937 

114,182 

206,110 • 


The additional centimes include those for Stale purposes, which amoitfltcd to 
ao,200,000 francs in 1885 and to 39,000,000 francs in 1900. 
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added the duty on mines, which does not amount to 
£100,000. 

§ 10. Italy, as already stated, has followed England in 
adopting the income tax. Profits come under Schedule B, 
which comprises ‘ mixed revenues ’ as distinct from those 
due to capital or personal action solely, and their taxation 
is very imperfectly carried out. Profits are taxed at one- 
half only of their amount. 

The German States developed a tax on industry (Gezverie- 
stetier), probably suggested by the French Patente. The 
Prussian tax was establi.shed in 1810, and modified after 
the French war in 1820. Further alteration took place in 
1843, 1861, and 1872. It grouped contributors into three 
cla.s.ses : (i) traders and manufacturers, (2) hotel and inn 
keepers, and (3) hand-workers who employ assistants. 
The rate of duty varied according to the population, there 
being four different scales. A medium rate was fixed for 
each trade on this basis, and the total amount for the 
district (arrived at by multiplying the medium rate by 
the number of contributors) is redistributed by the local 
authorities. Some industries were specially charged, while 
agriculturists and the professional clas.ses were exempt. 
In 1810 it returned only £(yi,ooo, by 1864 it had risen to 
;£'58o,ooo, and in 1887-8 to £1,000,000 — i.c. less than one- 
sixth of the Patc7tte, or of Schedule D. By the law of 
1891, which came into force in 1893, the structure of the 
tax was altered, and while the method of grouping was 
retained, the amount of product and the capital employed 
became the principal elements in arrangement. Con¬ 
tributors are grouped in four classes, the highest consisting 
of those with a product exceeding £2,000 or a capital over 
£$0,000. The later legislation of 1893 provided for the 
transfer of the reformed business tax from the domain of 
state to that of local taxation.^ 

^ For the Prussian Gewerbesieuer^ Cohn, % 307; Wagner in Schonberg, 
273; 'tlso Finanzwiisemchaftlys. 18, 20, 31, 32, 41; Taxation of Personal 
Property (Misc. No. 2, 1886, C. 4909), 8-10. For the recent changes sec 
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The secondary German States have been influenced by 
:he example first of France and later of Prussia. Saxony 
since 1874 has used the general income tax as the method 
jf taxing indu.strics. Bavaria, Wiirtemberg, and Baden 
lave employed a special trade tax {Gi'werbesteucr), on the 
Tiodel of the P'ronch Patente. The recent tendency, how- 
5ver, is in the direction of the general income tax. As 
/et Bavaria and Wurtomberg have not adopted this form, 
3 Ut retain the produce taxes in a developed shape.^ 

Austria also employed a trade tax yielding a revenue of 
ibout ;^I,000,000 annually until the reform of 1896, by 
A'hich a .system of ta.xation equivalent to an income tax 
ivas introduced. The [rroduct of the ‘industrial’ and 
company’ taxes in 1900 amounted to ^^3,400,000. 

§ II. In the United States the tax.ition of industry by 
;he Federal Government has been confined to occasional 
icenses on some trade.s. Nor have the ‘States’ gone 
further in this direction. One increasingly important sec¬ 
tion of industries has, however, reccivcrl special treatment, 
viz. the public companies that have been so largely 
developed under the liberal iirovisions of American com- 
nercial law. The corporation ta.x is in the main an 
American institution, and its growth is instructive both for 
;he economist and the student of finance.'^ Regarded from 
die economic point of view, the corporation is a means of 
distributing income to its members, and therefore taxation 
mposed on it falls on some or all of the classes that receive 
Vom it. Viewed as a business tax, the great defect of this 
mpo.st is its inequality. It selects one form of industrial 
indertaking and penalises it. The amount of the penalty 
ndeed varies with the particular form of the charge, which 

Vagner's article in Finanz Archiv, xi. 1-76, and J. A. Hill, ‘The Prussian 
business lax,’ Quarterly Journal of Economics, viii. 77 92. 

^ See on these States Wagner, iv. 830 46, where tlic latest cliangcs are 
toticed. For Bavaria see Schanz, ‘ Das Bayri-sclde Krlrag.ssteuefsystem,’ 
^'inans Archiv, xvii. SSI-772. ^ 

* See Seligman, Essays, 136 -264 (chs. 6, 7, 8), for a history and discussion 
if this tax 
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may be imposed on business transacted, on capital value, on 
gross receipts, or on net earnings,* but the defect is to be 
found in all these forms, though as between different cor¬ 
porations the last mentioned basis ‘is unquestionably the 
right one. Perhaps the best plea for the tax is that it, to 
some extent, relieves the property tax, which has even 
greater defects. Scientifically considered, the corporation 
tax is an imperfect business tax, just as the latter is but 
one section of a true income tax. 

§ 12. The principal features of the taxation of profits, as 
actually carried out, show that two alternative methods are 
open. Either the taxpayer may be assessed on his (sup- 
[)osed) real net receipts, or certain external indications may 
be taken as a guide. The former is generally found where 
profits arc taxed through a general income tax. England 
and Italy supply us with the leading examples. The 
difficulties in the way of arriving at the true net profits 
have hindered other countries from completely following 
this course. The French method has seemed, if less 
equitable in the abstract, yet in reality fairer. It does 
not, in Mill's phrase, ' tax conscience.’ Nevertheless there 
is a cumbrousness and, in part, a want of elasticity about 
it. The long lists of trades coming under Patente,'w[th 
the great varieties in the permanent and the proportional 
charges, must add to the labour of administration. Its 
inequalities must also be great. Neither the population 
of the district nor the rent of residence and business 
premises can give anything more than a faint presump¬ 
tion of profits. The Patente is very far from being a pro¬ 
portional tax on industrial gains. It rather resembles a 
charge on certain necessaries of the business, such as 
buildings, labour, or motive power. It accordingly marks 
a lower stage in the development of taxation. The fair 
assessment of profits may be at present beyond the power 

^ ^or a full enumeration of the bases of the corporation tax see Seligman, 
Essays^ 176-9. The most important are those given in the text; see also 
Adams, Finance^ 449-466. 
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of financial administration, but efforts should be made in 
that direction. It may be suggested that the external 
marks, which are now regarded as conclusive, sliould rather 
be used as presumptions, whose weight will be affected by 
other conditions, and it is probably by this method that 
advance will actually be made. 

Another noticeable feature of the Continental taxation of 
industry is its aid to local revenues. The ii^2,5CX3,ooo that 
the Patente gives to the French departments and connnuncs 
is paralleled on a smaller scale in the case of Germany. 
There the local revenues are recruited p.irtly by additions 
to the direct ta.xes, and, with some e.xccptions, this applies 
to the taxation of industry.' Austria follows the .same 
method, by which a branch of income that is free in 
England is compelled to contribute to the public revenues 
of the locality in which it is situated. We have already 
seen reason to reject the plan of taxing income, or its 
separate parts, locally, and it appears better to use the 
license system for the pur|>osc of recruiting local funds. 
Thus the Patente and licenses in France might be so re¬ 
modelled as to create (l) a general tax on trade incomes, 
( 2 ) a considerable local receipt from the ‘ fixed ' part of the 
Patente, in combination with a further develoi)ment of the 
existing licenses. 

§ 13 . The incidence of taxes on industry is not quite 
so definite as writers on finance often suppose. Pure 
or economic profit is made up of two distinct elements, 
and the extent to which the receiver of interest and the 
earner of employers’ gain can shift taxation is not the 
same. In the actual forms of taxation a proportional 
tax on profit may cut away more of one element than of 
the other in different cases. Thus the distribution of 
the burden between interest and earnings may be un¬ 
equal, but as regards outsiders, shifting to them can only 
be effected by the possible check to accumulation of 

# 

* Cohn, §§ 461-3; Reitzenstein in Sch6nl>crg, 623; Fournier dc Flaix, 
401 seq* For the future in Prussia the industry tax will be altogether local. 
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capital. Where, however, taxation is not proportioned 
to pure profit the effect may be very different. It is 
not hard to understand that taxation so unequal as the 
Patente may drive out some of the producers, and enable 
the survivors to shift the charge to consumers. The tax 
becomes one of the expenses of production. Again, the 
local inequalities may allow of higher gains in some dis¬ 
tricts, and cause higher prices in others, in which latter 
case the consumer suffers. Differences between trades 
may, and probably will, affect the distribution of industry, 
and thereby cause a diffused incidence too complicated 
to trace. The same consequences must follow the use 
of taxes with different rates within a connected area like 
Germany. Specially heavy taxation in one State may 
actually, in some degree, increase the profits of producers 
elsewhere, by raising the price of the commodity within 
one district ; but it is still more likely to press on the 
producers subject to it. 

On the whole, the taxation of industry has not ap¬ 
proached so closely to a tax on pure profit as that on land 
has to a tax on economic rent. This circumstance is partly 
due to the greater complication of the matter, but also 
to the less perfect development of fiscal methods. 



CHAPTER in 
PERSONAL AND WAGES TAXES 

§ I. Ol.DER than the taxes that we have been engaged in 
considering, but now of little importance, are the capitation 
or poll taxes, so familiar to students of media;val finance. 
Their origin is evidently found in the idea that persons, as 
such, should contribute to the wants of the public power. 
Capitation and property ta.xcs were the two great cate¬ 
gories of receipts in early timc.s. When the greater part of 
a community pos.sessed little accumulated wealth, the 
method of taxing each adult for a fixed sum was natural. 
What is very suitable in a rude state of society is alto¬ 
gether unfitted for a progressive and civilised one. No 
modern State could employ a capitation tax as a sub¬ 
stantial source of revenue. Its ineijuality and directness 
combine to make it unpopular. The remains of this 
form of personal taxation are, however, very general, 
though their interest is rather historical or political than 
financial. 

The equal taxation of persons by poll taxes or capita¬ 
tions generally develops by some form of graduation into 
an income tax,‘ or, as happened widely in the seventeenth 
century, is replaced by an exci.se on the necessaries of life. 
The sense of proportion accounts for the former, as the great 
dislike to the capitation tax docs for the latter. But several 

* It is significant that Adam Smith discusses the income lax under lUe title 
‘ capitation taxes,’ Wealth of Nations, 367. 
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countries, notwithstanding, retain a small charge on the 
person of each contributor. 

§ 2. English history supplies us with some illustrations 
of the poll tax. The first was in 1377, followed immediately 
by those of 1379 and 1380 (the latter the proximate cause 
of the Peasant Revolt). The two latter were graduated 
according to rank. At intervals the graduated poll tax 
reappears, as in 1453, 1513, and 1641. Its last employment 
was under William III. in the P'rench war, and it ceased 
completely after 1698.* 

The P'rench capitation was first levied in 1695, and 
continued with changes up to the Revolution. It was 
graduated ; at first twenty-two classes were formed, but 
this part of the system was altered in 1701. The con¬ 
stituent Assembly created the personal tax (1791), which 
consisted of the value of three days’ labour, and added 
it to the mobilier. The price of the day’s labour is deter¬ 
mined for each commune by the Council of the depart¬ 
ment, within the limits of and Ir. '^d. No addition 
can be made for local charges, and where an octroi is 
levied, tlic personal tax may be paid out of it. So far 
as can be ascertained, the total yield is between £<xo,QOO 
and £joo,ooo?- 

Thc Italian States possessed complicated capitation taxes 
which have not survived the establishment of the present 
kingdom. So did many of the German States;® of which, 
the class ta.x of Prussia was the most noticeable. The 
poll tax of 1811 was replaced by the class tax of 1820 
by which the mass of the population was grouped in 
four classes, paying various rates, from £\ 164. to c)d. 
The income tax and the class tax were separated in 1851, 
and the latter, confined to incomes under ;£’lSO, was di¬ 
vided into twelve classes, which, under the law of 1875,paid 
from 3 ,v. to £}, I2.f., incomes under £ 2 \ being exempt. 
By the law of 1891 the class tax was absorbed in the income 

' > Dowell, ill. 3 7. ’ Visiles, i. 40-1. 

L)c Taricu, i. 13Q 151- 
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tax, and incomes under £4.$ are exempted. The Saxon 
income tax in its lower part is practically the same as a 
capitation tax. The poll tax also survives in Switzerland, 
where it is chiefly employed for local purposes, and not in 
all the cantons. 

Russia, which had long preserved the capitation, aban¬ 
doned it in 1887. The nobility had been always exempt, 
and, since 1866, the commercial classes. While it was in 
force the rate varied from district to district, and its amount 
was about £g,000,000 (taking the rouble at its nomin.al 
value). 

In the United States poll ta.xes have been used from the 
colonial period. At present, more than half of the States 
have them in force, mostly for the state or commonwe.altli 
revenue, but, in some cases, for the counties, and in others 
for education, or road making. In some commonwealths 
the payment of the poll tax is a condition of the suffrage.* 

In addition to the taxes already noticed, we should 
mention the services demanded by the State from its 
citizens. Military service is the most prominent, and it 
is a large part of the real, as distinguLshed from the 
nominal, cost of Continental armies. The real nature of 
this service, as a tax, is best shown by the compensatory 
tax {Wehrsteuer), imposed on those who do not servo, 
which has given rise to so much controversy in Germany. 

The method of Prestaiions in France for the repair of 
roads is another example, and there too the alternative 
of working or paying is open. The medimval system 
of finance availed itself more extensively of this direct 
method of procuring resources ; the surviving instances in 
modern times are—with the exception of military duty— 
more curious than important. 

§ 3. The poll or capitation tax is far from being a 
pure tax on wages: the taxation of jirofessions through 

• 

* Seligitian, Finance Statistics of American Commonwealths^ 53 ; Ely, 
Taxation^ 209 ii. This was the case in Massachusetts until the amendmem 

the Constitution in 1891, Massachusetts Tax Commission Report (1897), ^ 

H H 2 
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Schedule D of the English Income Tax, and by the fourth 
division (Table D) of the Patente, is a nearer approach 
to that point. Attempts to reach the great body of wage- 
earners are generally made by means of indirect taxation. 
The enforcement of a capitation tax is certain to meet 
with, at least, passive opposition, and in any case its 
productiveness cannot be great. The method of using it 
as a necessary condition to acquiring full political rights 
may be admissible if the receipts are given to local bodies, 
but this regulation is political rather than financial. 

The general result is that this form of taxation is decay¬ 
ing. Its persistence is due to the financial conservatism 
that is so strong in most countries. It is altogether out of 
place in the modern financial system, and though it may for 
a time survive in some Swiss cantons or American States, 
its importance will, we believe, steadily diminish. 

The incidence of personal taxes, especially in the form 
of capitations on day labourers, has been regarded by many 
writers as wholly on the employers, or through them 
ultimately on the consumers of the products they turn out, 
but this conclusion is not by any means certain. It 
is far more probable that a small tax on the poorer classes 
will lower, or prevent a rise in, their mode of living. Its 
action on population is far too indefinite to* be used for 
laying down an absolute rule. Much will depend on the ex¬ 
act form of the tax, whether uniform or graduated, confined 
to the head of the family or extended to its other adult 
members. No proposition in finance has been more dan¬ 
gerous in its application than that which declares that the 
labourer cannot permanently .suffer from taxation.^ 

' Lord Avebury {SlattsticalJournal^ Ixiv. 567) regards this passage as ‘an 
admission which amounts almost to a snrrendcr* of the position taken with 
respect to the theory of equal diffusion in an earlier part of this work (see Book 
iii. ch. 5, § 4). It is, however, merely a criticism of the exaggerated form of 
the doctrine held by the Physiocrats and Ricardo. To hold that labourers 
do not always, or even generally, shift capitation taxes is quite consistent with 
believing that taxes are not equally diffused* 
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TAXES ON PKOl’KRTV AND INCOME 

§ I. At the opposite extreme to capitation or [)er.sonal 
taxes are those that are imposed on property. Tlie an- 
tithesi.s between ‘persons’ and ‘tliini;s’ or, in economic 
language, between services and commodities, is apparent in 
the earliest stages of society. When the period of con¬ 
tributions in kind is passed, the fir.st objects of taxation 
are the persons and property of the subjects. The [)ro- 
perty tax is probably older than the separate charges on 
the yield of land, or capital, or even labour ; the sum of 
existing wealth is an easier, though not .so fair an object 
for imposition. I-and, slaves, and oxen—the res mandpi of 
Roman law—with household goods generally are the com¬ 
modities that first fall under taxation ; they are on the s|)ot, 
easily estimated, and in most cases proportioned to the land 
under cultivation. As society advances and new forms 
of wealth come into existence, the injustice of the old 
system becomes evident, and taxation is extended to 
movable property, either by special ta.xcs, or, more gener¬ 
ally, by including it in the category of taxable objects. 
The difficulties in the way turn out to be too strong; 
personal property gradually escaped from the duty of 
contributing.! Such seems to have been the fate of the 
property tax wherever it has been tried ; in ancient Rome, 
in the various attempts in England, as also with the French 
Faille and the later Dixiemes and Vingii'emes of the 
eighteenth century. 

* In Mr. Dowell’s words ‘personal property slipped out of .assessment,’ iii. 
85; sec also Cannan, History of Local Kates^ for the limitation of rates to 
immovable properly. 
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• This very general tendency to disintegration in the 
property tax is partly due to its economical defects, 
partly to technical difficulties in its administration. As 
regards the former there can be no doubt that, speaking 
generally, the property tax is merely a form of assessment, 
the payment being really made out of income. Taxation 
that falls on capital in the strict sense must diminish the 
sum of the community’s wealth, a process that cannot 
continue indefinitely. In using property as the basis for 
taxation there is always a danger of trenching on the 
accumulated resources of the society. A second obstacle 
lies in the fact that property is not really a fair gauge of 
taxable capacity. Some forms of wealth give a lower return 
than others, and in special cases may even involve outlay. 
If, as we saw,^ income or revenue is on the whole a satis¬ 
factory standard for taxation, a property tax, unless carefully 
balanced by other charges, is unjustifiable. It is the result 
of a confused idea as to the true measure of taxation. 

The technical difficulties result from the nature of 
property. In many cases it is only an abstraction obtained 
. by capitalising revenue. This is pre-eminently true of the 
great mass of property in which the modern stock exchange 
deals. Shares of companies and public debts are only 
of value in consequence of their revenue, and their capital 
value is reached by a process of estimation ; it is besides 
constantly varying in a way that does not allow of precise 
measurement. Income is a definite receipt during any 
given period, and is therefore a better object for charge. 
The difficulty of reaching the multifarious forms of per¬ 
sonal property is a further objection. To arrive at the 
amount of taxable wealth and to assess it fairly is quite 
impossible. The ‘slipping away’ that always takes place 
leads to grave inequalities and injustice. The owners of 
certain forms of wealth are unduly burdened by having 
to pay the share of those who have evaded their duty. 
These’ are sufficient grounds to justify the very general 
abandonment of the property tax as a leading source 
• Bk. jii. ch. 3, § 13. 
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of revenue.! Taxes on produce {Ertragssteueni), such as 
those discussed in preceding chapters of this book, take its 
place or survive it, wliile they in turn tend to develop into 
the income tax. 

§ 2. The property tax has, however, maintained its 
ground in two countries. Switzerland still po.sscsses, 
but in most instances with great modifications, this ancient 
method. Though the central government does not avail 
itself of the property tax—except in tlie charge for 
military exemption—all the cantons employ it. The forms 
adopted are varied, complc.x, and often changed." Their 
characteristics will be best understood by taking a single 
canton and examining its system. That used in Zurich 
divides property-holders into classes. The lowest, those 
under £ 9 > 00 , pay on one-half only; the secoiul, those 
between ;^^8oo and .£2,000, pay on one-half of i^8oo, and on 
three-fifths of the excess. Between £2,000 and £4,000 
ta.xation is impo.sed on seven-tenths of the e.xccss over 
£2,000; between £4,000 and £8,000 on four-fifths of the 
excess. For property under £16,000 t)nly nine-tenths of the 
excess over £8,000 is charged, while any amount over 
£16,000 is charged at its fidl vahie.^ Under such a scale* 
the smaller properties e.scapc very easily. The Ziirich 
method is modified in other cantons. In Graubiinden 

' But see § 4, in/ra, for llic jiarliul revival of tliis tax ; also cj>. Bk. iv. ch. 9, 
for inheritance taxes, which are closely akin to sutiden charges imposed on 
property. 

^ The total mass of legislation and legislative proposals is quite over¬ 
whelming. It has been collected with characteristic thorouglinc.ss in the 
elaborate work of Schanz, Die Sieuent tier Schivdz (over 2,000 pages in 
5 volumca). 

* The following table will sltow the lates of charge— 


Property. 

iSum okar^eabk. 

L 

£ 

400 

200 

800 

400 

1,200 

640, i.e, i of Soo and of 400 

2,000 

1,120, i.e. ,, ,, of 1,200* 

4,000 

2,520, i.e. of the extra 2,000 ^ 

8,000 

5,720, or i of the extra 4,000 

16,000 

12,920, or T5 for the extra 8,000 

30,OOQ 

;6,920, the extra 4,000 being all charged, 
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the lowest class is charged at the ‘ simple ’ rate; in the 
next class lo per cent, additional is placed on the entire 
property; in the third 20 per cent., and so on till in the 
eleventh class the rate is double. The more primitive 
canton of Uri has a higher rate of progression; from 
of I per cent, on property under £1,200, it rises to of i 
per cent, on properties over 6,000. The town canton of 
Bale makes but three classes : i Pfir cent, is paid by 

estates under ;£4,ooo; /o of i per cent, on those between 
.£^4,000 and £8,000 ; and of i j)cr cent, on those over £8,000. 
In some cantons there is no progression, all properties 
being taxed at the same rate. Communal taxati<jn i.s also 
in many cases levied on property, but it is rarely pro¬ 
gressive {e.^. in Zurich communes arc forbidden to impose 
a progressive rate), and generally moderate in amount. 

The Swiss system of property taxation suggests several 
points of financial interest. Though a long-established 
form, it has been gradually adjusted in accordance with 
modern ideas, and is used to supply gaps in the other kinds 
of taxation. The aim of taxing permanent incomes at a 
higher rate is accomplished by a tax that docs not 
touch pure earnings. Non-revcnue-yiclding wealth is also 
reached, and the democratic ideal of reducing the burden 
on the smaller incomes is in some degree realised. But 
notwithstanding this tendency, the rates are so moderate 
that the effect on capital is hardly ijerccptible. Evasion 
perhaps accounts for a good deal of this indifference on the 
part of the wealthy, and shows that the administrative 
system is far from perfect. Again, the very narrow areas 
within which the several systems are applied, and the 
smallness of the populations affected, make the operation of 
the taxes more difficult to use for generalisation.^ They 


* The following are the areas and populations of the cantons referred to—* 


Canton. 


Area. 

Square Miles. 


Population. 


Bale (town) ... 
GraiibUnden... 

Uri. 

Zurich . 


22 

2,774 

4*5 

665 


73>749 

94,810 


17,249 

337.183 
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are, in fact, a remarkable form of local taxation, and 
should be so regarded. 

§ 3. One of the many points of likeness between the 
American States or ‘'Commonwealths ’ and the Swiss Can¬ 
tons is their use of the general tax on property. Ikit on 
eloser examination the special differences are more im¬ 
portant than the general resemblance. The American tax 
is not in any case progressive, and is rarely aecompanied 
by anything resembling an income tax. Another feature 
of difference is the api)ortioninent system adopted in the 
United States. A given sum has to be divided over the 
several counties of a State in proportion to their assess¬ 
ment, and the valuation of property is in consequence put 
by the county officials at the lowest figure admissible. 
The system adopted in Ohio may serve as an illustration 
of the general methods. By a constitutional provision all 
property (with some insignificant exceptions) must be 
taxed. To carry out this law real property is valued once 
in ten years by assessors appointed for the purpose, who arc 
to take each plot ‘ at its true value in money.’ As the 
assessors in each county compare results they are probably 
uniform, but as between different counties there is often 
great difference, which is corrected, though imperfectly, by 
a board of equalisation. For personal property an elaborate 
series of queries is issued to each adult, who is bound 
to answer them, and to swear to the truth of his return. 
The number of cattle, watches, pianos, merchandise, money, 
stocks, bonds, &c., have to be declared, and their selling 
value stated.' Nothing could apparently be more search¬ 
ing and effective. Other States possess tax laws quite as 
rigorous. In Georgia both land and personalty are in¬ 
cluded in the queries issued, which, moreover, contain a 
question as to evasion. Unfortunately the universal ex¬ 
perience is that the greater part of personal property is not 
returned. Assessors' reports. Governors’ messages, and 
reports of tax commissions all dwell on this fact. •The 

* The above account of the Ohio property tax is condensed from Ely, 
Taxation, Pt. ii. ch. 4, which gives full details. 
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New York report of Mr. Wells in 1871 is quite in agree¬ 
ment with the Maryland report of Professor Pdy in 1886 
while Professor Seliginan declares emphatically that ‘ the 
general property tax as actually administered to-day is 
beyond all doubt one of the worst taxes known in the 
civilised world.’ The reasons for this general condem¬ 
nation are not far to seek. They are, first of all, lax 
administration. Officials elected for short terms cannot be 
e.xpected to scrutinise very closely the answers of their 
constituents. Palpably inadequate returns are accepted 
with little question, and the wealthiest get off best. A 
second cause is the local nature of the property tax, as 
compared with the national, or even universal movement 
of the finer forms of personal property. Bonds and shares 
are easily moved outside a State during the time of a.sscss- 
ment, and more obvious forms of capital have to be 
leniently treated to avoid their emigration. Mr. Wells 
has pointed out very forcibly the discouragement to capital 
that the New York system gave,'^ in contrast with those 
of Pennsylvania and other adjoining States ; but in practice 
the pressure is very slight. One fact sufliccs to establish 
the defectiveness of the proiierty assessments. It is the 
decline in the declared value of personal property during 
a period in which wealth has beyond question increased 
enormously. The personal property in New York 
State in 1869 was assessed at $434,000,000, in 1875 it 
had fallen to $407,000,000, and in 1885 to $332,000,000, 
i.e. a decline of over $100,000,000 in the commercial 
centre of the Union. The similar figures for real pro¬ 
perty are, for 1869 $1,532,000,000, for 1875 $1,960,000,000 
and for 1885 $2,762,000,000, or an increase of nearly 
$1,230,000,000.® 

* Sssajfs, 61. The recent Ohio Tax Commission is eijually emphatic. 
* The system as it is actually administered results in debauching the moral 
sense. It is a school of perjury. It sends large amounts of properly into 
hiding. It drives capital in large quantities from the State,’ Keporiy 24. 

* iteport on Local Taxation^ 17-18. 

* Quite as striking is the case of Cincinnati* The following figures ghc 
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The defects of the American property tax are, it would 
appear, beyond remedy, and therefore it may be anticijiated 
that it will in the future be transformed into a land tax 
with additional charges on other selected receipts, and per¬ 
haps finally into an income tax.* We may, however, con¬ 
jecture that a system of state income taxes will also fail 
owing to the difficulty of localising income. The conclusion 
already reached ^ that the income tax is best suited for the 
national government applies fully to the United St.ite.s. 
The most promising sources of state revenue seem to be 
land and license taxes.® But whatever be the new forms 
adopted the property tax is decisively condemned.* 

55 4. Notwithst<anding the weight of past experience, there 
has been during the last few years a distinct reaction in 
favour of the taxation of property. Democratic sentiment 

ihc :\iu<>unls assessed to really ami per.sonally ios|ieclivcly at three diheront 
periods— 


Year. 

Realty. 1 

Rcrsonalty. 


$ 

% 

1807 

66,45 

67,218,101 

IHGS 

6 S, 559 .v 40 

68,412,285 

18;)2 

144,208,810 

44 . 735 .^ 7 ‘> 


We thus see that while real property has mi>re than doublctl in value, the 
jiersoiial properly returned is roughly abtjut iwo-lliirds of what it wa.s twenty* 
five years previously. i*'or further details as to cva.sion sec the excellent Hcporl 
of the Tax Conifuission of Ohio (1893), especially 24-31. 

^ The Massachusetts Tux Commission, while recognising certain <jf the 
advantages of an income tax, declines to recommend its adoption. Sec Report^ 
85-7. '■* lih. iii. ch. 6, § 3. 

* The best American authorities approve of the corporation lax ns a 
peculiarly suitable form of revenue for the Stales. Thus Ihof. Adam.s 
concludes that ‘ in view of the peculiar duties imposed upon a Stale, and 
because of the nature of corj^oration and natural monopolies, that all .special 
and corporation taxes should be assigned to the Stale as an exclusive source 
of revenue.* Finance^ 502. 

* On the whole subject of the properly tax see the Local Taxation Report of 
Mr. Wells and his colleagues, m.ade in 1871; Professor Seliginan’s chapter, 
‘The General Property Tax,’ Essays^ 23-61; \i\?, L'inance Statistics of the 
American Comtiionivialths, 53-66 ; and Professor lily’s Taxation^ 146-201, in 
which a mass of evidence is collected showing the grievances that*arise from 
the properly tax. Professor Ely, hovrtuver, fails to notice that the same 
arguments may be urged against the slate income taxes advocated by lifm in a 
later part of his valuable work (287-311), 
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and the latest financial theories have conjointly sup¬ 
ported the reintroduction of a charge on realised wealth as 
such. The most important instances of the actual adoption 
of this policy are supplied by Prussia and Holland. In the 
former country there has been an extensive recasting of the 
revenue system, which has as one of its salient points the 
imposition of a tax on property. It should, however, be 
noticed that this new tax is closely connected with the re¬ 
form of the income tax,^ and is expressly described as a 
supplementary ta.x (Ergansungssteuer). Its functions, 
according to its promoters, are (i) to impose heavier tax¬ 
ation on ‘ funded ’ property, (2) to cover the gaps left by 
the income tax, and (3) to put the financial position on a 
sounder basis.^ The rate chosen is moderate, amounting 
to about one mark for each 2,000 marks of property, or to 
one shilling for ;^ioo.® Consequently the anticipated yield 
for the first year of levy, 1895-6, was 35,000,000 marks 
(;^i.750,000). The actual receipts in 1897-8 were 
;fii,555,000 (31,100,000 marks) in 1899-1900 they reached 

1,680,000. Now this, as we shall see, is less than 20 per 
cent, of the return obtained from the reformed income tax, 
and hardly seems enough to justify the employment of an 
intricate and complicated system of taxation. 

The Dutch measure, though the outcome of similar ten¬ 
dencies, yet differs in one most important respect. It is 
intended to be at once an income and a property tax, and 
is correlated not by a general income tax, but by a profes- 

^ See § 8, infra, 

* Set: .Finanz Arc/iiv^ x. 370, where the reasons for the naeasure are given 
at length. 

* The precise rates are :—Properly under 6,000 marks is free ; between 6,000 
and 24,000 marks the tax rises from 3 marks to 12 marks, at the rate of 1 mark 
for each complete increment of 2,000 marks. Between 24,000 and 60,000 marks 
the increments are 4,000 marks and the increased duty 2 marks. Between 60,000 
and 200,000 marks the increments and increased duty are 10,000 marks and 
5 marks respectively. From that i>oint up to 2,000,000 marks increments and 
extra tax are doubled. A property of 2,000,000 marks (;^ioo,ooo) therefore 
pays 1*000 marks (;^50). Every further addition of 100,000 marks involvesan 
increased charge of 50 marks. 
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sional or vocation tax. It is thus complementary rather than 
supplementary. A combined income and property tax, in 
a country like Holland, must necessarily be more productive 
than a tax on earnings ; and accordingly the estimate of the 
property tax for 1894 was double that of the tax on pro¬ 
fessional incomes. In this case too, the rate is not exces¬ 
sive. Properties under 13,008 florins escape altogether. 
Those a little higher pay two or four florins, according as 
the excess is 1,000 or 2,000 florins. Higher properties pay 
one-eighth of i per cent, the first 10,000 florins being 
exempt. Po.s.sessions beyond 200,000 florins pay one-fifth 
of I per cent, on the excess.^ Both the ta.xes just con¬ 
sidered are very slightly progressive, or rather degressive 
in character, and the Dutch, which, it must be remembered, 
is intended for both income and property, is the milder. 
The estimated produce for these taxes for 1901-2 is some¬ 
what under ;<^3,000,000. 

§ S- The failure of property taxes in so many separate cases, 
and the clearer comprehension of income as the true normal 
.source of taxation, have made the (ilan of a general ta.x on 
revenue or income appear advisable. We have noticed tl\e 
imperfections and dangers of the single income tax : it is 
now rather as one of the con.stitucnts of a general system of 
taxation that we have to estimate it. In this aspect we 
find that the income tax is a distinctly modern product, 
and one that is likely to grow in importance. A well- 
balanced financial system will derive a large part of its 
receipts from direct taxation, as otherwise an approach to 
just distribution would hardly be po.ssible. Amongst the 
objects of the.se direct Charges the produce of land, capital, 
and labour must take their place, and when they have each 
come under contribution the elements of the income tax 
are present. The close analogy between the four direct 

* For the new Dutch system see Boissevain’s elaborate study, Finam Anhiv. 
xi. 419-682 (reprinted separately); also* Scligman, Essays, 322-30. The 
pleasures are due to the eminent economist Pierson* and were defended by him 
Dn financial, not on social grounds. 
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contributions in France and the five schedules of the 
English income tax is evident, and this resemblance ex¬ 
tends to the German ‘ produce taxes.’ There is, however 
one very important difference; the taxes on the several 
elements of wealth are far less elastic in yield. Thus the 
French, German, and Italian land taxes have a fixity that 
is not found in the incomf tax ; and the other produce 
taxes, though possessing more expansive power, are not yet 
at all as effective as is desirable : the Patente expands more 
slowly than Schedule D. There are besides various gaps 
in the most developed of the Continental ‘ produce taxes.’ 
State creditors in France escape taxation, while the 
English and Italian fundholders pay on that part of their 
revenue. Mortgages and other forms of loanable capital 
also manage to avoid their proper share, which would be 
impossible with the income tax. But the actual institution 
of a tax on income is not due to refined considerations of 
justice: like most imposts, the income tax is the child of 
necessity. When other contributions have been carried to 
their productive limit the financier has perforce to fall back 
on the direct taxation of income. This method is the 
more necessary in a country where taxation of the several 
parts of income is ab.sent or inadequate. Both conditions 
were combined in the case of the first English income tax 
(1798),' and were also present in a great degree in Italy in 
1864. 

The result of this originating cause is seen in the u.se of 
the income tax as a complementary receipt, to be employed 
in cases of pressure and to meet what would otherwise 
be a temporary deficit. The aim of keeping a correct 
balance of expenditure and receipts can be best realised 
by having a varying income tax adjusted to suit the 
special circumstances of each Budget. Thus in England 
the rate has varied from l^. 4</. (if we include the earlier 

' * It was in this crisis of the revolutionary war that, when Mr. Pitt found 
the resources of taxation were failing under him, his mind fell back upon the 
conception of the income tax.* Gladstone, Financial StaUnuntSy 14. 
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Income tax from 2s.) to 2 d per pound. Italy has been 
unable to follow the same course, as the highest rate is in 
her case requisite in order to procure funds, but the desira¬ 
bility of having a movable tax of the kind is indisputable. 

Another advantage of the tax on income is the op¬ 
portunity that it offers for fairly distributing the burden 
of taxation. Indirect taxatioTi, and particularly that on 
con.sumption, falls with greatest weight on the smaller in¬ 
comes, and lets the rich escape too easily. An income tax 
with a suitable scale of exemption goes far to correct this 
inequality, which duties on acts and inheritances al.so aid in 
remedying. Both on financial and equitable grounds there 
is a strong case for the use of the income tax, not as the 
sole source of compulsory revenue, but in due proportion 
with other receipts, and with close attention to the special 
circumstances of the country. 

§ 6. The development of the English income tax throws 
light on many of the problems connected with its general 
use. Its history is divided into two periods, (i) that of the 
war income tax (1798-1816), and (2) that of the peace tax 
since 1842.* The former, preceded by ‘ the triple a.ssess- 
ment,’ consisted at first of a tax on the sum of income to 
be ascertained by the taxpayer’s declaration. A lengthy 
form of return was required, and a number of deductions 
were allowed, for repairs, support of children, insurance pre¬ 
miums, &c. The yield was about ;£6,ooo,ooo,'^ at the rate 
of 10 per cent, on the national income, estimated by I’itt at 

102,000,000. Repealed at the Peace of Amiens in 1802, 
it was reimposed in 1803, with the important change of 
substituting ‘ particular returns of particular sources of 
income ’ for the previous general return. Thus arose the 
well-known five schedules, and inquiry as to the total 

* It has twice witliin tins jK'riotl acted as a war tax, viz. in i<S54-56, 
during the Crimean War, and in 1900-1903 for the Soutli African war. 


1799. 

. ... *... ,1^^6,000,000 

iXoo. 

. 6,250,000 

1801 .. 

. 5,600,000 
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amount of income was avoided.* The rate was I4. per 
pound; incomes under £60 were exempt, and those under 
if 150 taxed at a lower rate. The yield for the first year 
was over ;f5,ooo,ooo. In 1806 the rate was raised to 2s. in 
the pound, and several changes in the regulations were in¬ 
troduced. The exemption limit was lowered to £so, and 
the allowance for children withdrawn, also that for repairs, 
in Schedule A. The method of stoppage at the Bank was 
applied to Schedule C. With the high rate of charge the 
yield was at first ;f I 2 ,(X) 0,000 ; in 1815 it had risen to 
if 15,642,000. On the conclusion of peace the Government 
desired to continue the tax at half the existing rate, but 
they were defeated and had to abandon it. 

The difficulties of English finance during the succeeding 
quarter of a century were largely due to this mistaken 
step. The retention of the income tax would have allowed 
reforms in other branches to have been carried out with 
comparative ease. Accordingly competent opinion as 
expressed by Sir H. Parnell and Sayer advised its reintro- 
duction.^ This prudent counsel was adopted by Peel in 
1842. His measure—really the old system with unim¬ 
portant modifications—was enacted for only three years, 
and the rate was fixed at /</. per pound (or under 3 per 
cent.). The yield in the first year was over ;f5,6oo,ooo, 
the same as at the rate of 10 per cent, in 1801. At its 
expiry there was an extension to 1848, and again to 1851. 
It was voted for one year in 1852; in 1853 it was 
extended to Ireland, and fixed for seven years by Mr. 
Gladstone, who held out the prospect of ‘its relinquish¬ 
ment’ at the end of that term. The Crimean war, during 

' They are— 

Schedule A. Owners of land, including houses. . 

,, B. Farmers, including owners in occupation. 

,, C. Fundholders. -^earl. 

„ . D. Profits and professions and all other gains unenumv 

,, E. Public Offices. •. Pitt foui 

* See B. Sayer, Ou the Income Tax^ 1833; Parnell, Finams^i upon fw, 
18^0. .14. 
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which the rate rose to is. \d. per pound, prevented this 
result, and since i860 it has been continued as an annual 
tax at rates varying from \od. to 2^/. until 1901 when it was 
advanced to u., and then in the two following years raised 
to IJ. 2 d. and ts. ^d. respectively for war purposes. It is 
now a permanent and, indeed, indispensable part of our 
financial system.^ 

In studying the English income tax the first noticeable 
point is its composite character. It is, in Mr. Gladstone’s 
words, ‘rather a code or system of taxation tlian a single 
tax. The five schedules may well be regarded as so many 
distinct taxes, since they deal with separate kinds of revenue. 
The connexion between them comes out only in cases of 
exemption or abatement. Inequalities are, however, re¬ 
moved by the comprehensiveness of the tax. Mortgages 
pay under schedule A by deduction; but there is no 
inducement to capitalists to put their wealth into the 
forms included by B, C, or D, as there also they will have 
to pay on their receipts. 

Another important part of the .system is the extensive 
use of stoppage at the source. The result is that a large 
body of taxpayers never receive the sums duo by them to 
the State. The public funds, dividends, mortgages are all 
so treated, and evasion and fraud arc thereby rcxluceil to 
a minimum. The separate sources of income arc tapped, 
and supervision is made much easier.® 

* The last time that its existence was enthingerccl was by Mr. Glatlstone’s 
proposal of abolition in 187.1. 

Financial Statements^ 20. 

* This method of stoppage at the source has been generally ccc(»gniscfl a.s a 
characteristic and valuable 1 'ea‘luro of tiic Knglish income lax. Thi.s i.s the 
judgment of Prof. Dunbar {Quarterly Journal of Economics., ix. 38 -40), Prof. 
Seligman {Pol. Science Quarterly^ ix. 644-5) tpiilc recenlly of Mr. Hill. 
The same view is forcibly supported by Mr. lilunden. The only dissentient of 
note is Prof. Adams, who objects that the principle i.s carried loo far. ‘ It [the 
government] taxes the salaries of public oflicials by not paying them a.s much 

atf it promised.The result is the citizen is never sure of goMing into 

his pocket all that he or his property earns^ {FinamCy 479). l''urther ‘ it may 
be questioned if the use made of it by the English income tax is tjuite boncst in 
its purpose or fair in its results’ (lA 484). Two points arc raisc<l by this 

1 1 
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Thirdly, we may bear in mind the very large yield of 
the tax. At its«:ommencement it contributed £6,000,000 
in a time of great pressure, while its latest service has been 
as a mainstay of the national finances during the recent 
war. Its contribution at the rate of 14^. per pound for 
1901-2 amounted to ;^34,800,000. The yield derived 
from the penny per pound is in fact an indication of 
national progress ; from £joo,ooo in 1842 it has swelled to 
;£’2,5oo,ooo in 1901-2.' 

This productiveness accounts for its great services both 
in war and peace. It supplied the means for carrying on 
the struggle against Napoleon, and it rendered possible 
the reforms of Peel and Gladstone, besides saving the 
country from deficits.® 

The extension of exemptions and abatements is a further 
interesting point. The original limit of exemption (£60) 
was soon reduced to £^0, in order to include the large 


criticism, viz., (i) the honesty of the system, (2) its fairness as between 
(.iificrent sections. 'I'hc former .seems to anyone actually conversant with the 
English sy.slciu almost ludicrous. What is the advantage to the citizen of 
getting into his |)ocket what lie must immediately pay out again? There 
would he the necessity for a double transfer of the amount of the tax. So far 
as public officials are concerned the contention, to give it any .substance, should 
be for exLMnplion from taxation of their salaries. The second point really 
atlack,s, not the method of ‘stoppage at the source,’ but the income lax itself, 
on the ground that all incomes arc not ecjually discoverable. This is the gre.at 
<lifticuily (hat any income tax must encounter ; but it can hardly lie held that a 
contrivance which makes some parts of income more easily ascertainable adds 
to thi!> weakness. Were all income capable of 1 >eing taken at the source the 
income tax would be perfect. An abandonment of the mctliod would increase, 
not diminish, die inequality inlierent in this as in all taxes. 

' The following figures of income assessed arc instructive— 

Pill’s estimate, 1798 . millions 

Amount as.ses.scd, 1842. 204 ,, 

1878-9 . 578 „ 

,, 1888-9 645 ,, 

,, 18991900 788 ,, 

^ On the Income Tax see Dowell, iii. 90-120; Hill, 7 '^c English Income 
Tax. Chailley, Imp$t sur le Eez>mu^ 89- 218, gives a full and lucid account 
of the English sy.stem. The series of studies in the Economic Journal by the 
late G. H. Blunden (whose loss English students of finance must deplore) are 
most instructive ; see vol. ii. 637-52 ; v. 527-31; vii. 607-18 j xi. 156-68. 
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class who returned their incomes at lor., and £,200 
was the point at which the full charge was enforced ; this 
also came down to £iSo in 1803. Under I'cel’s measure 
the exemption limit was placed at ;^I50, and, though sub¬ 
sequently lowered to ;fioo, it was again raised to the 
higher figure. In 1863 a deduction of £60 was allowed 
•from all incomes under .^200 ; in 1873 this was increased 
to £&o from incomes under ^^300; and in 1876 to £120 
from incomes under £400. In 1894 the exemption was 
raised to include incomes of ;^l6o; a deduction of £\6o 
was allowed from all incomes between £l6o and ;if400, and 
an entirely new abatement on ;^ioo for incomes between 
;£400 and ;t 500 was introduced. In 1898 this abatement 
was incrca.sed to ;^I50 while a deduction of ;fl20 was 
allowed on incomes between ;£^50O and £C)Oo and one of 
£20 on those under .£^700. 

§ 7. The Italian ta.x on ‘movable wealth’ has strong 
points of re.semblance to the English income tax, and has 
been much affected by its example. It commenced in 1864, 
when a sum of 30,00x3,exx) lire 1,200,000) was a[3por- 
tioned among the .several provinces, and rai.sed by a tax 
on revenue (that from land excepted). In 1865 the 
amount was more than doubled (66,000,000 lire), and in 
1866 the tax was changed from an ‘apportioned’ to a 
‘rated’ one, and the rate fixed at 8 per cent. In 1870 
it was advanced to 12 per cent., which, with the additional 
tenth, levied since 1868, made the total 13 20 per cent., in 
1894 it was raised to 20 per cent. Many changes have 
been made in the methods of levy and as.scssment. The 
original law of 1864 has been frecjuently amended ; a new 
and comprehensive measure was passed dealing with the 
whole subject in 1877, and a further revision of the classes 
was adopted in 1894. After the English pattern, the 
contributors are grouped under several schedule.s, but the 
arrangement is different, and y.sed for a different*purpose. 
Class A comprises two divisions, (a) revenue from interest 
on railways and local government loans assessed at its full 

I I 3 
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value, (&) other permanent revenue paying only on three- 
fourths. Class B contains what are called ‘mixed’ 
revenues, or those in the production of which capital and 
labour co-operate : these escape with payment on one half 
of their amount. Class C contains revenue from labour, 
assessed at nine-twentieths of its total. The incomes of 
public officials are placed in Class D, and pay only on 
three-eighths of their amount. To these four classes should 
be added the Metayers as forming a fifth, paying 5^ per 
cent, of the land tax. A complicated scale of allowances 
for small incomes is also part of the system. Incomes 
under 400 lire in classes B, C, D are exempt, and up to 
800 lire the taxable sum is reduced. The declaration 
of the contributor is the basis of charge, but is tested by 
inquiry, and, as far as possible, the tax is collected by 
stoppage. 

Notwithstanding the very elaborate provisions of the law, 
it is found impossible to reach a great deal of the national 
revenue. Incomes in classes B and C are very generally 
returned at much below their true amount. Like the pro¬ 
perty tax in the United States, the Italian income tax is 
ineffective through evasion. Thus, though the method of 
stoppage is only applied to a limited set of cases, its 
receipts are nearly as large as those from direct collection. 
Again, the proportion paid by companies is about 40 per 
cent, of the whole, a ratio quite inconsistent with all other 
available statistics. An analysis of the actual returns of 
revenue leads to the same conclusion. In 1874 639,302 
persons made returns, and out of this number only 986, or 
I out of 640, admitted incomes of more than £l,000/>er 
anntim. Even though the wealth of Italy is much less 
than that of England or France, these figures cannot be 
accepted as a true representation ; they simply prove the 
existence of fraud on a large scale. 

One Cause of such widespread evasion is the very high 
rate of taxation. Twenty per cent, is equivalent to 45. sd. 
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in the pound.^ and so high an income tax would even in 
England lead to much dissimulation of income. The most 
obvious remedy is a diminution of the tax rate, combined 
with greater powers of assessment, more particidarly in 
respect to professional and industrial incomes. The differ¬ 
entiation of the cla.sses of income, which originated in an 
attempt to apply certain theories very popular at the time 
in England,^ also tends to make the returns inaccurate and 
to embarrass the officials. 

These drawbacks notwithstanding, Italian Finance has 
found a powerful resource in this form of taxation. The 
original ;£'i,200,000 of 1865 had increased to ;67,000,000 in 
1875, to over £^8,000,000 in 1885, to over ;^'9,ooo,ooo in 
1890, to nearly ^^'9,500,000 in 1894, and to ;^ii,500,000 in 
1899. It must besides be remembered that owners of land 
are excluded from the operation of the tax, since they 
come under the land tax discussed in a preceding cha[)tcr.“ 
The latest addition to the group of income taxes is that 
introduced into Spain by the law of March 1900. It is 
framed on the Italian typo and comjjrises three categories 
(/;) incomes from labour, (i') incomes from capital, (c) mixed, 
incomes. In the first, the rates vary from 5 per cent, to 
20 per cent., salaries under £60 being exempt. In the 
.second group the variation is from 3 per cent, to 20 per 
cent, the last applying to certain classes of the public debt 
The third class is charged at rates from 2 per cent to 
15 per cent. No additions for local finance are permitted. 
The estimated yield for 1902 is ;^4,20o,ooo.'‘ 

§ 8. The German income taxes are best represented by 
those of Prussia and Saxony. The Prussian Einkonimcn- 

* Le. on a small part of permanent income; the other groups pay at the 
lower figures mentioned in the text. 

* This view has received the support of Newmarch and J. S. Mill, a.s, too, of 
I./croy*Beaulieu and Chailley. 

* For the Italian income tax see Chailley, 220-344 ; Alessio, i. ^18 -370. 

* See the careful discussion by I'icTnas Hurtado, Hacienaa rublica^ ii. 
457-68. 
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steuer was introduced in 1851 as a development of the 
older class tax. It was only applicable to incomes over 
£iSO, and dealt with them by groups. A sum was fixed 
for each group amounting to 3 per cent, on the lowest 
incomes in that group: thus, incomes between £600 
and .^720 paid 18, those between £12,000 and ;fl5,000 
paid .£^360, and all incomes over £36,000 paid £'1,080, the 
highest sum due. Along with the reform of the class tax 
in 1873 the income tax was settled on a somewhat different 
scale, but with a general rate of about 3 per cent. The 
objections to this system as unequal have been so strong 
as to lead to the reform of 1891, by which the class tax' 
is absorbed in the income tax, and all incomes under £45 
exempted. From that point the rate rises by degrees ; 
between £525 and £1,475 >1 's 3 pei" cent. ; on incomes over 
£5,000, 4 per cent. The idea of progression is thus realised, 
though in a very limited way. The method of assessment 
has also been changed. It was previously settled by official 
valuation, based on the materials possessed by the adminis¬ 
tration, but is henceforth to depend on the declaration of 
. the taxpayer.^ 

It is evident that the Prussian income tax differs in 
some important respects from those in England and Italy 
The function of supplementing the other branches of re¬ 
ceipts is entirely absent, as the rate is fixed, not movable 
from year to year. The produce taxes are not brought 
under the income tax, but are continued quite separately: 
the taxes on land and industry present, accordingly, ap¬ 
parent cases of double taxation. Finally, the productive¬ 
ness is much less. In 1864 the amount received was over 
£500,000, in 1876 it was nearly £1,500,000, in 1884 over 
£1,750,000; for 1889-90 the estimate was over £2,000,000. 
Under the new system (with the class tax included) the 

^ See Bk‘ iv. ch. 3, § 2. 

* Fq» the Prussian income tax see Cohn, §§ 315-20, and for the recent 
reform, Wagner, Finanz Archiv, 551 sq. ; also J. A. Hill, ‘The Prussian 
Income Tax ’ in Quarterly Journal of Economics^ vi. 207-C6. 
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estimate for 1892-3 was ;^4,ooo,ooo, but the amount 
obtained was ^6,240,000. It fell off slightly in the two 
following years, but has risen steadily since, and for 1901-2 
exceeded ;f9,300,000.' 

Saxony set the pattern to Germany of a classified and 
progressive income tax. Introdiiceil in 1874, it was 
developed by the laws of 1878 and 1894, the last modifica¬ 
tion taking place in 1900. Incomes under £20 are free 
Tho.se between ^^440 and i^2,ooo pay 3 per cent. Inconies 
of .£4,000 pay 4 per cent. The yield of the ta.x in 1880 
was over £600,000 ; in 1890 it rose to £1,030,000, in 1900 
it amounted to£l,76o,ooo. Austria adopted aso-called in¬ 
come tax in 1849 which was really a tax, [lartly on industry, 
partly on salaries. The ineffectivene.ss of this s) stcni led 
to the law of 1896, which introduced, besides the industry 
taxes already mentionetl,-taxes on (a) interest, {!>) [ler.sonal 
revenue, (r) .salaries of high officials. In 1900 these taxes 
brought in over £2,200,000, five-sixths of which was due 
to the taxes on personal incomes.^ 

To the foregoing may be added the taxes of the Swiss 
cantons. Their property taxes already mentioned arc 
supplemented by income taxes, in many cases on a pro-* 
gre.ssive scale. No two cantons have adopted exactly 
the same system in all details, but there arc, as might 
be expected, general points of resemblance. The Ziirich 
income tax follows the pattern of the properly tax. The 
smaller incomes are taxed on a part only of their amount, 
and at each higher stage the excess over the preceding one 
is placed under greater pressure until the point of full 
liability is reached. Graubtinden follows its property tax 

^ More exact figures are - Marks. 

1892 - 3 124,842,848 

1893 - 4 I23,i90,i3r 

1894 - 5 122,029,765 

1900 - 1 174,3^5*348 

1901 - 2 186,888,684 • 

® Supra, Bk. v. ch. 2, § lO. * 

* See Sieghart, ‘ The Reform of Direct Taxation in Economic Journal, 

viii. 173-82, and the same writer’s fuller account, Finanz Archiv. xiv. i-iio 
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by grouping incomes in classes, and by raising the per¬ 
centage rate as they get higher. Switzerland is in fact 
the classical country of progressive income taxes, though 
the moderation of the rates, and still more of their applica¬ 
tion, weakens the conclusions that might otherwise be drawn. 

§ 9. The income tax was first introduced into the United 
States during the trying period of the Civil War. At its 
commencement the rates were moderately progressive— 
3 per cent, or 5 per cent, according to amount of income, but 
were soon raised to the higher points of 5 per cent, and 10 
per cent., until the close of hostilities allowed of a return to 
a uniform rate of 5 per cent, in 1867, and reduction to half 
that amount in 1871, with finally complete abandonment of 
the tax in 1873.' The highest yield was in 1866, in which 
year it brought in $73,000,000. 

The severe depression in 1893 so affected the United 
States revenue as to cause a serious deficit for the year 
1893-4.’' This, coupled with the measure for tariff reform, 
led to the passage of an income tax fixed at 2 per 
cent, on incomes over ;t8oo ($4,000), those below that level 
being excmiit. Property acquired by gift or inheritance 
was to be tre<ated as income. The Supreme Court by a 
majority of one declared the tax to be ‘ unconstitutional,’ 
inasmuch as, being ‘ direct,’ it was not apportioned in 
accordance with the provision of the Constitution. Though 
this decision, considering the meaning attached to the term 
‘ direct ’ in the i8th century, is doubtful, it will prevent the 
employment of the income tax until a counter decision is 
given by the Supreme Court, or the unlikely e.xpedient 
of a constitutional amendment is adopted.® 


The following are the precise grades— 
% 

600 (exempt} 


By Act of 1862 
„ „ 1864 

„ „ 1866 

„ „ 1870 


000 

|2,00O 


Between Ooo & 10,000 (3%) 
„ „ 5iO«>(5%f 


, * 

jOver 10,000 (5%) 

, 5 , 000 ( 10 %) 
, 1,000 (5%) 

, 2,000 {2i%) 


“ The amount was $69,800,000 14,000,000). See in/ra, Bk. v. ch. 4 

86 . ' 

• See for this abortive income tax the admirable articles of Profs. Dunbar 
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Since the establishment of the third Republic several 
attempts have been made to introduce the income ta.x into 
France, but hitherto without succe.ss. One reason for this 
failure is-found in the character of most of the proposals, 
which aim at a progressive .system, and are consequently 
obnoxious to the conservative sentiment of the country. 
The system of personal declaration which progression 
necessitates, but which is regarded as inquisitorial, is another 
reason for the failure. Of late years, however, the feeling 
in favour of an income tax seems to be increasing, and 
successive finance ministers have .sought to satisfy it. 
M. Doumcr in 1886, M. I’eytral in 1898, M. Caillaux in 
1900 have each devised a measure, and in 1902 M. Rouvier 
seems about to follow their example. All such measures 
must provide for the abolition of the Personelle mobilierc 
and the door and window taxes, but logic would seem to 
require in addition the inclusion of the Impbt fonder and 
also the Patente. Were the idea of progression definitely 
abandoned, it is not unlikely that the income tax would 
prove a good substitute for (or perhaps more truly a 
development of) the four direct taxes, to which the tax on 
movable values might be appended. Still the question is * 
one of great difficulty and complexity.^ 

§ 10. We have deferred a discussion of some fundamental 
questions relating to the constitution of an income tax 
until the leading facts of its u.se were known. Most of 
them have been already encountered in connexion with 
the general principles of taxation, but they take a different 

{Quarterly Journal of Economic ix. 26 46) and Seligman, Economic Journal, 
iv. 639-67. 

^ Among opponents of the income tax are M. Guyot an<l I.con Say, chiefly 
on the ground of its progressive anti ‘ personal ’ character. Guyot, Impht sur 
U Revenu ; L. Say, Les Finances de la France, ii. 163-78 ; iii. 255-87 ; iv. 
576-99, 645-67. M. Cliaillcy, in his elaborate Imp 6 t sur le Revenu, is a 
strong supporter. Leroy-Beaulieu (i. 491) is neutral. Mr. Bodley explains 
that the income tax is always regarded as a device of radical poli/ician.s, and 
adds, ‘ My own observation leads nie lo^icllcvc that an income tax is unsuited 
to the French temperament, and that its imposition would be a niistJhievous 
error. France, 622. 
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shape when the income tax is treated as but one part of a 
larger system, and need to be handled specially with a view 
to that fact. 

One important question is that of progression in the rate 
of charge. The general conclusion that we reached ^ as to 
the ine.xpcdicncy of any progressive system has to be recon¬ 
sidered when the income tax is used as a complementary 
resource. Progression in the case of such a tax may be 
necessary for true proportional taxation. If the smaller 
incomes are unduly weighted by taxes on consumption, 
their exemption, or milder treatment, under the income 
tax appears so far justified. A variation in the rate of 
charge is not open to the objection of arbitrarinc.ss, as 
it is determined by reference to the amount of other 
taxes. The other objections are not so readily refuted. 
Risk of evasion and unproductiveness may both be 
urged against the graduation of even a moderate com¬ 
plementary tax. Where the area is a large one, the 
effect on accumulation and investment will not be serious, 
as the distribution of taxation will, ex hypothesi, be equal, 
but the existing attempts at progression are, it may be 
said, hardly worth the trouble they involve. The English 
method of e.xeinption and abatement has great advantages 
from the technical point of view, since it allows the sources 
of income to be taxed without reference to their amount.'* 
The treatment of each person’s income as a whole compels 
recourse to returns of a complicated kind, is disliked as 
being inquisitorial, and gives opportunities for escape to 
large masses of income. For these reasons the propor¬ 
tional rate is, on the whole, advisable. 

The answer just given helps us in deciding as to the 
adoption of different rates on different kinds of income. 
The proposal that life incomes and those derived from 


* Bk. ui.»ch. 3, § 9. 

* This is the really decisive argument against direct progression, as contrasted 
with the English method, which is ‘degressive,* and which throws the task of 
claiming exemption or abatement on the person interested. 
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industry should be charged at a lower rate has received 
influential support, and is illustrated by Italian practice. 
When considering the distribution of ta.xation we noticed 
the general arguments as regards the income ta.x in 
England. It was for so long looked on as a temporary 
charge, that the idea of cairitalising incomes subject to it 
gained a good deal of su[)port. The defence of the strict 
proportional rate rested on two admitted facts: viz. (i) 
that no ingenuity could avoid .some injustice, and (2) that 
any alterations would mean the destruction of the tax.' 
Its gradual passage into a permanent charge has greatly 
strengthened its position in this respect, though the cry to 
remedy supposed grievances in its distribution may gain 
greater support.^ 

The working of the Italian ta.x docs not support the 
.sy.stem of different rates. The lower .scales for profits 
and salaries are confusing, and account for much of the 
loss through concealment of incomes. The single general 
rate would prove advantageous from a fiscal point of view, 
and with stricter assessment could be effectually carried 
out. The attempt to group incomes into ‘ permanent,’ 
‘ mixed,’ and ‘ temporary ’ is, moreover, too rough to give 
satisfaction or to realise justice. 

Allowance for necessary exi)enditure and repairs is one 
of the practical difficulties in the administration of the 
income lax. On principle, as the tax is one on income, 
not on gross produce, deduction of the expenses of pro¬ 
duction of the income taxed should be allowed. Where 
much fixed capital is employed, this is very hard to 
determine, and we can understand the preference of 
French administrators for the self-acting rules of the 
Patente. In respect to land the English system till 

' ‘The real tendency of all these exemptions/ said Mr. Glad.slonc, ‘is the 
breaking up and destruction of the lax.’ Financial S/atements, 45. 

* A new period of assault on the alleged inequalities of the income tax 
seems to l)c approaching. Mr. Blundcn^s j)r<)posal of a properly lax (^eally a 
higher charge on permanent incomes) has much to commend it in the case of a 
high rate to meet exceptional outlay 
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recently failed to recognise the cost of repairs ; it, there¬ 
fore, treated this class of revenue with unusual harshness, 
and gave some support to the view that Schedule A should 
be regarded as a distinct land tax. The Finance Act, 
1894, has partly remedied this grievance, as it provides for 
an allowance for expenses and repairs.’^ The exceptional 
treatment of farmers’ profits is another fact pointing in 
the same direction; but it may be hoped that this anomaly 
will be gradually removed. 

The exemption of savings has been already discussed, 
but one method—that of life insurance—appears to be a 
case of capitalisation ; it is in fact turning a life income 
into a smaller permanent one, just as the purcha.se of an 
annuity is the opposite process. Up to a certain limit 
—one-sixth of the income—the English system allows 
exemption of insurance premiums, a privilege not extended 
to savings in general. Though the desirability of en¬ 
couraging providence may be granted, it would seem that 
an exemption from duty on transfer after death would be 
a more fitting mode of bestowing the favour. It cannot be 
contended that an insurance premium is not a part of in¬ 
come and the principal created by its use will not con¬ 
tribute to the payer’s income in the future. The ca.se is, 
as Mill puts it,^ one of concession to ‘ human feeling,’ 
rather than a sound deduction from general principles. 

The problem of assessment is another of the difficulties 
to be faced: between the Scylla of the contributor’s 
evasion under self-declaration and the Charybdis of offi¬ 
cial inquisition it is hard to take an intermediate course 
but the dealing with each separate part of income, the 
combination of declaration and official control, and above 
all the use wherever possible of taxation at the source of 
revenue, so characteristic of the English method, are un¬ 
doubtedly the best safeguards against abuse. The direct 
contact "of the citizen and the tax-collector is the most 

* Limited to one-sixth for land and one-eighth for houses. 

* Bk. V. ch. 2, § 4. 
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delicate part of the fiscal machine, needing care and u* of 
the results of experience to prevent friction. Allowing for 
the inevitable margin of error, the results of the English 
income tax are eminently satisfactory. 

§ II. Any notice of the question of incidence may seem 
unnecessary in respect to a tax which falls on all the 
constituents of revenue. On whom can income receivers 
in general shift their burdens ? Some of the suggested 
objects are ^rtainly not available. Thus the vulgar idea 
alluded to by Mill, that the income tax falls on the poor 
by checking the expenditure of the rich, has no foundation 
in fact. Nor is there much force in the contention that in 
so far as the tax is paid out of capital it falls on the 
labourers,^ as this is no peculiar quality of the income tax, 
but one common to all taxation. The State must obtain 
revenue, and unless the income tax were specially obstruc¬ 
tive to saving, it would produce no peculiar effect. Looking 
at the subject in a rather different way we obtain a better 
result. The income tax is composed of ta.xes on rent, 
interests, profits, and the higher forms of wages ; therefore 
it may be said that the incidence of these several parts 
of the tax will, taken together, give the incidence of the • 
whole. This, however, brings us back in a large degree 
to its non-transferability; for taxes on rent, on the higher 
kinds of wages, or on employers’ gains, are not easily 
shifted. Even in the case of interest, unless the growth of 
capital is checked, a tax tends to remain on the payer. 
Therefore, speaking broadly, we may say that the shifting 
of an income tax is not to be expected, and in the rare 
cases where it does happen is.brought about, either by a 
check in the growth of capital through diminished interest^ 
or by disturbances in the relations of the several industries 
ind trades through its action. A progressive income tax 
will of course have a stronger tendency to cause the former 
effect. But though this reasoning is true in respect to an 
income tax imposed with scientific accuracy ot^ the 

* Fawcett, Political Economy^ 5jS s(j. 
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various components of income it needs to be qualified in 
considering the actually existent taxes. Thus we should 
say that the mild treatment of farmers’ profits in England 
tends to disturb the distribution of capital and affects rent. 
The incidence of an imperfect income tax can only be 
traced by analysing the tax into its elements, and examin¬ 
ing the course of shifting in respect to each 



CMArXKR V 

TAXES ON CONSUMPTION: THEIR CI.ASSIFICATION : 

DIRl'CT CONSUMPTION TAXES 

§ I. The income tax as developed in the present century, 
marks the highest point attained in tiie methodising and 
skilful use of direct taxation. From the rude land, property, 
and ])oll taxes up to the existing system of charging the net 
receipt of the subject, regarded as a whole, or its several 
parts, there has been an unmistakable improvement in 
justice, productiveness, elasticity, and that absence of irrita¬ 
tion which is .so important from the political point of view. 
The natural order of advance has been in great measure the* 
historical course of financial movement. If existing direct 
taxation is very far from being perfect, it is, at least, better 
now than it ever was before. The true aims to be reached 
are better understood, and there is a more intelligent effort 
made towards their realisation. In the present and imme¬ 
diately succeeding chapters we have to see how far another 
large department of taxation has received the benefits of 
like improvements. ‘We have spoken of the taxes already 
discus.sed as being ‘ primary,’ * since they include all pos¬ 
sible parts of the sole normal source of taxation—income. 
In contrast to them, the great mass of charges imjiosed on 
consumption and enjoyment, on transfers and juristic acts 
is secondary, since in a tlynough analysis its several 


‘ Bk. iii. ch. I, § 12. 
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elements may be decomposed into taxes on some form b< 
income. But the realities of practical finance do not easily 
adapt themselves to this mode of treatment; whatever be 
the ' source ’ of taxation, its ‘ objects ’ are many, and the 
mode of imposition is too important a circumstance to be 
entirely neglected. 

The same conclusion is attainable from another direction. 
The classification of taxes most in favour in Germany* 
places first those that fall on wealth in the making and 
next those imposed on its possession, and under either of 
these heads the various taxes already examined would be 
grouped. To these it, however, consistently adds an addi¬ 
tional set of taxes levied on wealth in the using, and it is 
to the study of this form of taxation that we must now 
proceed. On both historical and financial grounds it is 
to the full as important as the taxation of income and 
property. 

§ 2. The great body of taxes on consumption is capable 
of division on several different grounds. Thus the kind of 
commodity used may be employed as the basis of arrange¬ 
ment, giving the classes of (i) eatables, (2) drinks, and (3) 
other articles.^ The subdivision of the second class into 
alcoholic and non-alcoholic drink.s, and of the third into 
raw materials and manufactured articles, naturally follows. 
Another mode of arrangement divides taxes according as 
they fall on necessaries, conveniences, or superfluities, and 
is supported by reference to the important differences in 
the economic and social effects of these different kinds of 
charges. From a financial point of view, however, the best 
grouping is that according to the mode in which the tax is 
levied. It may (i) be obtained at once from the consumer, 
in which case it is, in one use of the term, direct. It may, 
on the other hand, (2) be charged within the country on the 

> Wagner, ii. 233, 515 ; Cohn, 5 332. 

” This is probably the best plan in a purely descriptive or historical treat¬ 
ment, _tt has been adopted by Mr. Dowell (who gives tobacco a class to 
itself), and in great measure by De Parieu. 
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manufacturers or dealers, who are expected to shift* the 
burden to the consumers. Or again, it may (3) be realised 
by a state monopoly of the industry or sale ; while finally 
it may (4) be collected at the frontier. It is true that the 
same article may be differently treated in different coun- 
tries,i but this circumstance does not affect the general 
principle. In fact, it is quite safe and convenient to follow 
the usual fiscal practice and deal separately with (i) the 
immediate taxation of enjoyments and commodities, (2) 
the excise or internal duties, including state monopolies 
under this head, and (3) the customs. 

The order just given is also the best to adopt in a 
scientific inquiry, as the immediate taxation of consump¬ 
tion is the closest to the direct taxes on property and 
income, the border-line being in some cases indistinct. 
This absence of quite precise boundaries has been more 
than once noticed ; the difficulty that it places in the way 
of rigid lines of demarcation is best escaped by placing the 
nearest groups in close connexion with each other. The 
real relations are iit this way best irerceived, and the 
grounds for the actual classification arc better understood. 

§ 3. Historically the system of direct taxes on cotisuniers ' 
can be traced very far back. The levies of commodities in 
kind by the .sovereign may, where they consist of articles 
used by the contributors, be regarded either as taxes on 
produce or on consumption, though the former is the more 
natural interpretation. In like manner the taxation of 
movable property may be regarded as a charge on its u.sc. 
Thus the tax on consumers’ capital in the .shape of furni¬ 
ture, plate, and works of art is plainly the same in effect as 
a tax on their use. Taxes on direct consumption and use 
seem to h.ave originated in the sentiment to which sumptuary 
laws are due—the desire to repress lu.xurious e.xpcnditure. 
The first measure of the legislator was to prohibit; when 

’ Tobacco, c.^., is free in India, sul.jcci to excise in the United States and 
Germany, monopolised in France and Italy, and taxed by the enstems in 

England. 
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that"^ failed, the next was to tax the supposed injurious 
expenditure.' 

There is thus a double origin for the existing taxes of 
this kind ; they are stray remains, either of the older 
property taxes or of sumptuary enactments. With one 
doubtful exception their financial value is slight. No 
modern country derives any noteworthy revenue from their 
use. The reasons for this small return are to be found 
partly in the development of the excise, under which most 
commodities are taxed in the hands of the producer or 
trader. Hy adopting this method the State gains the double 
advantage of having to deal with a smaller number of per¬ 
sons, who can be watched with comparative ease, and of 
avoiding the annoyance that direct taxation cau.ses. Direct 
taxes on consumption seem to combine the defects of the 
two classes (jf taxes as described in an earlier chapter.^ 
They have the unjjopularity and inelasticity of direct 
taxes, without the equality and definiteness that are the 
chief recommendations of the latter. Industrial progress 
has further curtailed their area. They are the readiest way 
of reaching commodities produced and consumed at home, 
but this once large group of articles has shrunk to a very 
narrow space. The factory system has been destructive to 
the method of direct taxation on the consumer. Where 
industry on the large .scale prcvail.s, the employment of an 
cxci.se has very decided advantages ; e.g. the concentration 
of breweries has made the license tax on home brewing in¬ 
significant. It may al.so be remarked that the .system of 
indirect taxation through producers tends to promote pro¬ 
duction on a large scale. Heavy taxation on an industry 
is a grave danger to the smaller producers.^ 

There is, moreover, another reason for the decline of the 
direct consumption taxes. They have been in many cases 

* Cp. Cato’s over-valuation of articles of luxury after the repeal of the Lex 
Oppiay ami liis taxation of them. 

® Bk. iii. ch. 4, §§ 8, 9. 

5 I.c^slie, Fiuamial Feform, 241-2. This is one of the many instances in 
which economic forces act and react on each other. 
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imposed on luxuries, or, at least, on the consumption of a 
limited class. The power of changing the direction of 
expenditure is here at its greatest, .so that even a moderate 
tax diminishes consumption very rapidly. This fact e.x- 
plains the small productiveness of the old assessed taxes in 
England, though a limited field of action is still left to this 
particular fiscal expedient. 

§ 4. One important tax, which might be regarded as 
coming under the present head, has been considered at an 
earlier stage. This is the ta.x on dwelling houses when 
levied on the occupier. A very plausible case could be 
made out for this view. A house is as much a commodity 
as other more perishable articles, and it may fairly Ire 
clas.scd among necessaries. A great part of the taxation 
■SO collected comes out of the occupiers’ pockets, which 
lends further support to the conception of it as a consump¬ 
tion tax. It is, however, on the whole, more convenient to 
deal with it in immediate succession to the land ta.x, and in 
connexion with the ta.xation of buildings in general. The 
difficulties that arise respecting its incidence, and the un¬ 
doubted fact of its falling back, under certain conditions, 
on ground rent, seem to justify that course. We may 
therefore limit any notice of it in this place to a reference 
to the earlier discussion.‘ 

The other English taxes of the same character originated 
in the eighteenth century. Carriages, men-servants, dogs, 
and armorial ensigns were brought under taxation, and 
have continued in the same position up to the present. 
Plate, horses, watches, clocks, and hair powder have also, 
for a longer or shorter time been made contributory. The 
bare enumeration of the.se several items shows sufficiently 
the character of the taxation. It is imposed on certain 
kinds of expenditure, which, if not superfluous, are, at least, 
not necessary, and only possible where a considerable 
amount of wealth exists. The j^Iate tax, so long as' it con¬ 
tinued, was a ta.x on one part of consumers’ capital. ‘I'he 
* See Bk. iv. ch. 2, §§ 1-5 inclusive. 
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licenses for killing game, and the later one for guns, are 
strictly ‘ taxes on enjoyment,’ and might indeed be placed 
under the taxes on ‘acts,’ but they find a more natural 
place in the present group. 

The fiscal history of these taxes is instructive. At first 
separately levied by special commissioners, they were 
formed by Pitt into the ‘ assessed taxes,’ and used by him 
as the basis of his ‘triple assessment,’ which was sub¬ 
stantially a property tax. Its failure showed the defects 
of the system, and led to its replacement by the income tax. 
In the present century, after many alterations and extensions 
of exemption, the system of assessment has disappeared, 
and that of licenses been substituted, while the latest event 
in their history has been the transfer of their yield to local 
bodies in 1888. Points for criticism abound in respect to 
the English consumption licenses,^ and the taxes that 
preceded them. In the first place they are unproductive,^ 
as the subjoined figures for 1900-1 show. They are far 
better suited for the purposes of local taxation, and their 
transfer may be unreservedly approved of. But the further 
question arises as to their fitness for use in any part of the 
* financial system. They have the great disadvantage of 
being very often unequal as between persons. It requires 
much watchfulness to prevent evasion in the case of sport¬ 
ing and gun licenses, and armorial ensigns, particularly the 
latter. The tax on male servants is so far a check to tl\eir 
employment, and special exemptions have to be made for 
occasional hirings. The carriage tax is rather complex and 
often presses unfairly on some classes. There is either the 
alternative of including all vehicles to the injury of trade 
and agriculture, or where, as at present, there are large 

* To be distinguished from the trade licenses noticed in lik. iv. ch. 2, § 8. 

L 


Dog licenses ... 

. 550 . 2*6 

Carriage ,, 

. 516,810 

Game ,, 

. 201,517 

Gun ,, 

. 115,942 

Menservants 

. 156,556 
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exemptions, the difficulty of administration is increased. 
A more comprehensive tax, such as the horse and wheel 
tax, proposed in 1888, would avoid much of this difficulty, 
and as a local resource would have the merit of makin" 
the users of roads contribute towards their maintenance, 
but its unpopularity and complicated incidence arc both 
against it. The dog tax is perha[)s, on the whole, the least 
objectionable, on account of its service as a measure of 
police, but for that very reason its rate, to be effective, 
should be so low as to deprive it of any great financial 
value.' The conclusion suggested on the whole is Ih.at 
which recognises the consumption licenses as a iiossibic 
local contribution, but one entirely unfit for imperial taxa¬ 
tion. It might be possible within limits to give the local 
authorities the privilege of selecting the particular articles 
to be taxed, and regulating their number and the rates of 
charge by the needs of the particular district. 

§ 5. France has made a more sparing use of direct con¬ 
sumption taxes, and when em[)loyed they have had .1 
sumptuary aim. Tho.se established under the Directory 
were given up in 1807. Some, however, have been re¬ 
introduced ; thus the hor.se and carriage tax was passed in ‘ 
1862. A local dog tax was enacted in 1855, and the legis¬ 
lation as to game liceiuses dates from 1844. The tax on 
servants has not been restored. Among taxes that may 
be placed in the present category is that on societies, intro 
duced in 1871—20 per cent, on the subscription of the 
members—which is practically direct. 

The revenue derived from the.se imposts is small, being 
about ;^I, 000,000,2 though as, with the exception of the 

* The Irish rate of 2s, {with6</. addicional for stamp) is for this reason belter 
than the English one of js. 6 (f. 

® The respective contributions are— 

Game licenses ..;^33.‘>>ooo 

Dog tax . 300,000 

Tax on Sf)cicties . 60,000 • 

Horse and Carriage tax . 190,000 ^ 

The licenses on carriages should be added j they are placed with the ' drink * 
licenses in the financial returns. 
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horse and carriage tax, they serve as a measure of police, 
it may be expedient to retain them. 

The development of direct taxation of consumption in 
other countries is less marked. Taxes on dogs, servants, 
and carriages, are a part of the optional communal re¬ 
sources in Italy, but their yield is unimportant. The dog 
tax, e.g., was in 1883 only applied in about 1,400 communes, 
and produced less than ;^25,ooo. 

Prussia tried the.se forms of taxation between 1810 and 
1814, but abandoned them at the latter date. The tax 
.systems of the Ismpire present some variety in the use of 
these taxes, so far as they have been continued. The dog 
tax is a communal receipt in Prussia ; it is a state one in 
Havana and Wurtemberg. The amount obtained from 
these direct taxes is inconsiderable. 

In the United States the direct consumption taxes are 
assigned cither to the States or smaller divisions, and they 
vary from State to State. The almost universal employ¬ 
ment of the general property ta.x does in practice bring 
most of the objects of consumption taxes under charge. 
Some of the licenses so extensively used fall on enjoyment 
rather than on trade or production, but they are insig¬ 
nificant in their yield. 

tj 6. ■ From the foregoing notice of past and present 
taxation of this kind, we get a confirmation of the view 
already expressed that it is a decaying form of impost. 
No modern State has managed to raise a large revenue by 
its aid ; on the contrary, its relative importance is much 
less than formerly. There is quite enough evidence avail¬ 
able to prove that it can without inconvenience be 
surrendered to the local bodies, whose requirements make 
all new resources desirable, and who at the same time have 
not to meet sudden changes in expenditure. It may even 
be questioned whether the American or German State is 
not too' large a division. The town or rural commune., or 
at highest the county department or circle ('A'mir), is the 
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proper area for the application of the direct consun*ption 
taxes collected within it. 

There is in fact a kind of resemblance between the [)()11 
taxes and those now under discussion. Both are employed 
rather fieely in early communities, but decay as Society 
advances. The causes that reduce their services arc ilif- 
ferent, though the result is the same. The poll tax is both 
unjust and unproductive, where wealth is unc<iually dis¬ 
tributed ; taxes on enJ<5ymonts and luxuries are too easily 
evaded to be of practical use in an advanced financial 
system. 
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INTERNAL TAXES ON COMMODITIES 

§ I. Direct taxation of enjoyment or consumption is, 
as we have seen in the preceding chapter, of comparatively 
little financial significance. In this respect it presents a 
marked contrast to that system of indirect taxation that 
has now to be examined. All European countries rely on 
what is known in England as ‘ the Excise ’ for a substantial 
part of the revenue receipts.^ Any failure in this branch 
of taxation would be a fiscal disaster very hard to retrieve. 
Even the United States, which in times of peace can dis- 
. pense with internal taxation of most commodities, had, 
under the pressure of war, to apply this system in a par¬ 
ticularly rigorous fonn.^ Nothing but a much [higher 
standard of morality in regard to the payment of direct 
taxes, or a very unlikely reduction of expenditure, will 
render the remission of taxes on commodities possible. 

* Thus in England the receipt from the Excise on commodities has been for 
many years, speaking broadly, 30 per cent, of the total tax receipts— 
;^26 ,o5o,O 0O out of ;^78,665,000 in the year 1894-5—but now hardly exceeds 
25 per'cent.—;C3I.6 oo,ooo out of ^^121,893,000 in 1901-2. The contributions 
indit-ectes and the fiscal monopolies in France show for 1901 a gross yield of 
;^4I,8oo,ooo. Allowing for the expenses of working the tobacco monopoly, 
the balance remaining is over 25 per cent, of the total tax revenue. The 
German Imperial excise is of less importance, but still gives a substantial 
contribution, estimated at ^15,800,000 for 1900-1. In the United States the 
iritern.'il rev^inuc for 1899-1900 was ^^233,000,000, that for 1900-1 $238,000,000 
or over 40 per cent, of the receipts frem every source. 

Financial History Bk. 1. chs. 9, 10; Wells in 

Club Essays (2nd series), 479, 
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Another noteworthy feature of the taxes under consider¬ 
ation is thefr modernness in their present form. The 
English Excise is hardly 250 years old,* and the corre¬ 
sponding branch of revenue in other countries cannot claim 
much higher antiquity. A reference to general economic 
conditions supplies the explanation of their relatively recent 
origin. An extended and prod\ictive system of indirect 
taxation requires for its effective operation a large develop¬ 
ment of money transactions, with an accompanying separa¬ 
tion of employments. Any attempt to tax producers or 
dealers in the expectation that they will recoup themselves 
by charging an increased price for their wares is obviously 
impracticable where most production is for domestic use, 
and such exchanges as do take place are transacted by 
means of barter. Besides, the natural tendency of financial 
policy is to begin with customs duties, partly as being 
easier to collect, but also as, in the popular belief, falling 
mainly on foreign producers. A further pre-requisite for 
the creation of an excise is the formation of an adminis¬ 
trative organisation cap.ablc of effectively supervising the 
production of the dutiable articles within the territory of 
the State. * 

The tax system is, however, in all its divisions, the result 
of a gradual evolution, and therefore we neerl not be sur¬ 
prised at finding earlier forms of taxation falling on tlie 
production of commodities, and hence ultimately on con¬ 
sumers. The claim of the feudal over-lord to ill-defined 
prerogative rights is one source. Market fees and tolls 
were the foundation on which a system of indirect taxes 
could without difficulty be constructed, and the older im¬ 
port and export duties presented a convenient analogy. 
A charge on the sale of a domestic article did not .seem 
a greater violation of the subject’s liberty than if it were 
imposed on the introduction of a foreign one. The licenses 

on trades and occupations supplied another means for 

• 

* The first exci.se was created by the Long Parliament in 1643, DJwcIl, ii» 
8 sq. ; Sinclair, History of the Kevenucy i. 46, 278. 
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attaining the same end. When confined to particular 
industries they must evidently be regarded as part of the 
expenses of production, and—unless there is a differential 
gain—will be ultimately shifted to the consumers of the 
products.* A license graduated in proportion to the out¬ 
put or amount of sales is hardly distinguishable from a tax 
on the commodity produced. The relations of mediaeval 
traders and craftsmen to their rulers and municipalities 
brought this kind of taxation into use as an expansion of 
the general property tax. Still more important was the 
influence of the quasi-private receipts of the Sovereign, 
which led to the monopolising of certain forms of produc¬ 
tion in order to increase the royal revenue. The state 
monopolies, of which so many exam()les arc to be found in 
ancient and mcdi:uval finance, arc, however, so far as the 
price of the commodity is thereby raised, nothing but a 
special form of taxation. As already c.xiilained,^ the 
normal profit on the capital emidoyed is a part of the 
economic receipts, but any e.xce.ss is unquestionably taxa¬ 
tion. 

In these different ways the indirect taxation of consump¬ 
tion has been attempted, and the last-mentioned—monopoly 
—is even yet employed as being, under certain conditions, 
a convenient mode of levying taxation. 

^ 2. The problems presented to the financier in con¬ 
nexion with the whole system of indirect taxation are 
numerous and important. The earlier methods were 
directed simply to obtaining resources for the immediate 
wants of the State, without regard to the ulterior effects on 
the economic position of the nation. This irrational and 
almost.instinctive procedure was soon replaced by attempts 
to use taxation as a means of guiding private expenditure 
in the supposed best direction. The desire to employ 
taxation as a moralising agency is even at present—as the 
duties on alcoholic drinks prove—an element of no incon- 

* Suljject of course to the complicated reactions discus-sed in Bk. iii. ch. 5, § $. 

’ Bk. ii. ch. 3, §§ 6, 9. 
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siderable weight. The proper dcveloiimcnt of the*taxe.s 
on commodities has, moreover, been hindered by mistaken 
views as to the true effect and operation of this part of the 
tax system. The earlier exci.ses aimed at including all 
the various articles of consumiHion : it was thought that 
the maxim of equality demanded nothing less than this 
comprehensive procedure. The often ilcscribed (t/cavala 
and holla were imposed, the former on the sale, the latter 
on the manufacture of all kinds of goods. The excises of 
the seventeenth and eighteenth centuries were regarded by 
financiers as the principal form of taxation, destined, if 
not to replace all other kinds of imposts, at least to hold 
the principal position in the fiscal .system. Dutch methods 
of taxation had shown how productive taxation on com¬ 
modities could be made, and the greater the number of the 
taxed articles the more perfect was the system deemetl to 
be. Popular .sentiment by no means agreeil with this idea 
of theorists and statesmen. The unpopularity of direct 
im])0.sts has often been noticed as one of their defects, but 
no form of taxation has ever e.xcited more genuine dislike 
than the ‘general e.xcise ’ which Wal|)ole was unjustly 
accused of attempting to introduce into I'jigland. WehavC 
seen the weighty reasons that forbid the adoption of indi¬ 
rect taxation on a great number of articles,^ and here we 
may add that the historical movement of the eighteenth 
century made such a course impo.ssiblc as a permanent 
system of finance. The political revolution jilaccd power 
in the hands of a class that would not tolerate it, while 
the less-noticed, but quite as important, industrial revo¬ 
lution established conditions under which it would not be 
endurable.* 

I lik. iii. ch. 4, § 5. 

* The liostility of Ihc Physiocrat.s to indirect taxation wa.s .sliarctl, so far as 
internal taxation went, by the other sections of ti)e lilx ral parly. It is note¬ 
worthy that this tlisposilion is also found in the labour parties •f the present 
day, who resent taxation on commoditfes consumed by the working classes as 
taxation of labour. Cp. Lassalle, Du indirede SUuer %md die I.a^e tier 
Arbeitcnden Classen. 
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The influence of economic doctrines is also to be traced 
in the later legislation on the matter. Without at all 
asserting that modern taxation in this department is in 
full conformity with the prescriptions that result from 
economic principles, it may be said that there h.as been 
a decidedly beneficial remodelling of internal taxation, 
which has removed many of the objections that might be 
urged against its cruder forms, and there is every reason 
to hope that this progress will continue. 

§ 3. The first problem to be faced in determining the 
character and extent of the taxation on commodities is 
the number of articles to be taxed. As we cannot with 
prudence bring all, or even the greater part, of the com¬ 
modities produced under duty, it is necessary to make 
a selection, and to do so on certain definite principle.s. 
The old and simple rule of taxing whatever is most easily 
reached can hardly claim scientific justification. It is 
the product of fiscal necessity, not of providence and 
deliberation. One very important condition is the amount 
of revenue required; the expediency of taxing a given 
article will always, in some degree, depend on this con¬ 
dition. If, as we have found,*^ the whole category of 
indirect taxes is the outcome of the heavy expenditure 
of the modern State, it is plain that the greater the outlay 
the more imperious will be the calls of the Excheejuer for 
receipts from this source. A great growth of expendi¬ 
ture means heavier taxation of commodities.^ It is next 
necessary to settle the proportion that can be obtained by 
the varipus kinds of direct taxation, as well as by those 
further imposts that we have grouped under the title of 
taxes on acts and communications, before we can say what 
sum must be gained through the excise and customs. 
This, again, suggests a fresh consideration. From the 

* Bk. iii. ch. 4, § 6. 

* In preceding editions it was stated as an illustration that, ‘With an in¬ 
creased expenditure of ;^20,000,000 pei annum in Great Britain, the exemption 
of sugar Horn taxation could hardly be continued.* Tliis has been confirmed 
by fact. 



CHAP. VI INTERNAL TAXE.$ ON COMMODITIES 


509 


economic and fiscal point of view, the existence of ifnport 
duties establishes the expediency of corresponding excise 
ones. Any other policy is detrimental to the revenue and 
therefore to be condemned. We may, however, escape the 
discussion of this question at present by regarding the pro¬ 
tective import duties as being equivalent to bounties on 
production, and therefore forming a part of expenditure.* 
When the amount to be raised through internal taxation 
of commodities has been fi.xed, the more difficult question 
of distributing the total charge among the several duti¬ 
able articles, and of saying what these shall be, arises. 
One very plain limit is supplied by the condition of 
maximum productiveness in the case of each article. 
The rule of charging only what ‘ the commodity can 
bear ’ has not always been as carefully observed as it 
should be, but it is now well understood that increased 
rates may give diminished recei|)ts. No single class of 
goods could yield the amount that modern fiscal systems 
require. But it is not merely the need of attaining the 
highest productiveness that leads to an extension of the 
list of dutiable goods ; considerations of equity also come 
into play. The different classes of society do not expend 
their incomes in the same proportion on the many articles 
of consumption, and even persons in the same class have 
very different h.abits and tastes. A tax that presses hc.avily 
on one individual or class may scarcely affect another. 
Hence it is necessary to make a judicious selection of 
objects, in order to secure a fair distributiem of the charge 
in accordance with the general rule adopted as a guide.'' 

* Cp. Bk. i. ch. 6, § 3 ; and for a notice of the fiscal aspect of protection, 
ch. 7, § 2 of the present book. 

® The principle staled in the text is important, but is often overlooked. 
Thusin the controversy on the financial relations of Ireland to Great Britain ithas 
been argued that the imposition of the same taxes must produce eijuality, the 
different character of consumption in the two countries being neglected. On 
the other hand, Sir R. Giffen {^FinancialRelations Report^ ii. i6i^ha.s suggested 
that the possible existence of ine<iuality is a ground for separate financial 
treatment, overlooking the fact that a system of taxation may be i^etjual as 
between individuals and classes within a single country in exactly the same 
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The fnclusion or exclusion of necessaries will depend- on 
the view taken as to the treatment of the minimum of 
subsistence. If its exemption be deemed proper, all tax¬ 
ation that would trench on it is to be peremptorily for¬ 
bidden : where the duty of all to contribute to the service 
of the State is recognised, duties on such articles as corn 
and salt may be the easiest way of enforcing that responsi¬ 
bility. At the opposite extreme, the mode of dealing with 
articles consumed only by the rich will be affected by the 
amount already obtained through income and property 
taxes and duties on the transfer of wealth, as well as by 
the extent to which the idea of progressive taxation is 
accepted. Heavy imposts on luxurious expenditure tend 
to press more heavily on the rich, and arc in principle 
the same as a progressive income tax,* though their actual 
operation may vary more according to circumstances. 

The main brunt of indirect taxation will, in most modern 
communities, fall on the great intermediate class of goods 
that form the staples of consumption. It is one of the 
earliest observations in finance that taxation on the 
expenditure of the working classes will yield much better 
I'esults than that which is placed on the apparently more 
profitable outlay of the comparatively few rich persons.- 
The objects of general e.xpcnditurc must be brought under 
contribution, in order to secure the high return that is 
needed as a justification for the imposition of so vexatious 
a system as the excise. 

Thus far we have reached rather limits within which the 
field of taxation has to be kept, than direct indications as 
to the suitable articles and the rates to be imposed. An¬ 
other class of considerations will help us to make some 
further progress. An excise system must depend largely 
for its success on the technical conditions of the industries 

way. From yhich it follows that the true remedy for injustice in either case 
is reform of taxation. Provided the tax objects are properly selected there 
is no injustice in placing two countries under a common system. 

^ Bk. iii. ch. 3, §7. * Wealth of NationSy 375. 
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that it supervises. Where industrial improvement is rtipid, 
the restrictions needed for the protection of the revenue 
are felt as a serious hindrance. The adoption of new 
processes, so necessary for the most effective production, is 
not readily carried out, and the system of ta.xation violates 
the maxim of ‘ economy ’ by inflicting loss on the com¬ 
munity without corresponding gain to the State. The 
only escape is found in restricting the objects of taxation 
to a small number of articles, and in so choosing them as 
•to include only those industries in which invention is not 
very active, or in which interference with it will not be 
.seriously felt. 

Again, it is evident that some commodities arc far more 
closely connected with the work of production than others. 
A duty on manufactured silk woidd obviously have less 
effect on industry in general than one on iron. The former 
would—a[)art from its diffused effects—only concern the 
pr(xlucers and consumers of silk goods ; the latter would 
affect almost c-.ery industry of importance by enhancing 
the price of one of the most essential auxiliary materials of 
production. Tins contrast between au.xiliary articles and 
those destined for direct consumption^ leads to the rule- 
that taxation of raw materials or goods that aid production 
should, as far as pf)ssib!e, be avoiilcd. Not only, are the 
real effects of duties on such articles harder to estimate ; 
there is the further evil that the taxes have to be 
advanced by the |)roducers frr a longer period, and the 
ultimate increase of cost to the consumer is made 
greater by the interest on tho.se advances. It is true 
that the State receives the money at an earlier time, but 
its gain is not sufficient to counterbalance the loss through 
interest on the locking up of what would othcrwi.se be active 
capital. 

The system of taxing commodities is conse(iueutly most 

* For Economics ihis dislinction iia;r been worker! out l>y Monger, who 
grades commodities in - orders’according to their nearness to the co.^suiner. 
Cp. Marsha!!, rrimipks (3rd ed.), 133-4. 
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effective when it is confined to a comparatively small 
number of goods, which form the typical objects of the 
general expenditure of the various classes and grades of 
the community, and which, at the same time, are not 
important elements in auxiliary capital. The production 
of these goods must, moreover, not be in a very .scattered 
form, or in the hands of small producers, as excise super¬ 
vision then becomes too burdensome to the industry and 
too costly to be effective. All the real aims of taxation 
on commodities can be accomplished without including, 
many items in the list of dutiable goods. Productiveness, 
economy, and equity, are the ends in view ; and they 
cannot all be secured without this limitation of the field of 
the tax collector ; while equity, which seems to be violated, 
is really and substantially attained by a small, as well as 
by an extensive number of taxes. One article of general 
consumption is a better object for purposes both of revenue 
and justice, than thirty or forty minor commodities on 
which the cost of collection would be high and the ultimate 
incidence uncertain. 

The last important influence that affects the selection of 
the objects of indirect taxation is the desire to discourage 
certain forms of outlay that are regarded as pernicious; or, 
to take Jhc mildest view, not promotive of economic or other 
virtues. This idea, which lies at the root of all sumptuary 
taxes, is represented in modern finance by the treatment 
of into.xicating drinks and tobacco. In nearly every country 
these articles form the mainstay of the revenue from in¬ 
direct taxation, owing to the two conditions of large 
consumption and heavy taxation. So far had this move¬ 
ment been carried in Pmgland, that it was quite within the 
limits of probability that both exci.se and customs would 
be confined to these commodities of doubtful advantage, 
as the former virtually was.* The recent pre.ssure due to 

' Some license duties and that on the railways* receipts from passengers are 
placed 'inder the excise, but they really belong to another category of taxes 
(see ch. 8 of the present Book). 
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war expenditure has for the time checked tiiis tencfency, 
and, indeed, in the customs revenue reversed it.’ Thoiiwh 
the French contributions indirectes have a broader basis, 
they are yet largely dependent on the wine and spirit 
duties ; while the tobacco monopoly is highly productive. 
The internal revenue of both the United States and Russia 
is in a similar position, and the inferior yield in Germany 
is admittedly one of the weak points in the fiscal system 
of that empire. 

• § 4. One result of the preceding inquiry as to the 

conditions that should be taken into account in framing a 
system of duties on commodities is to give strong support 
to the position that such duties must be varied according 
to the country in which they arc applied. The really pro¬ 
ductive objects of taxation are not cpiitc the same in any 
two countries. The tastes and habits of each community 
have to be carefully observed and taken into account, 
otherwise the revenue receipts will suffer. Hut the financier 
has not merely to study the direction of demand ; he must 
further pay attention to the agencies of supply. The system 
reqiiired for a wine-producing country, such as h'rance or 
Italy, is not the same as that best fitted for districts in 
which alcohol is produced by an elaborate manufacturing 
process. Adjustment to the economic environment, so 
exceedingly desirable in the arrangement of taxation, 
necessitates the adoption of special taxes in different cases 
in order to gain the best results. 

The same point is further enforced by the varying 
amount of revenue that is required, and the extraordinary 
differences in the amount of consumption on which taxa¬ 
tion can be imposed. The exemption of necessaries from 
duty must be contingent on the power of obtaining the 
required amount from other objects. Thus salt, which is 
rightly free in England, has to be taxed in India owing to 
the absence of other resources, and sugar, which was re¬ 
leased from taxation in Great* Britain in 1874, has jigain 

^ See for the customs infra^ Book iv. ch. 7, § 3. 

L L 
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(1901) in consequence of financial pressure, become an 
important object of imposition.* The true test of financial 
competence is to be found in the application of the general 
principles to the varying circumstances of each particular 
nation in such a way as to realise the ends of a sound and 
prudent policy. 

The moderti developments of financial conditions have, 
it must be said, tended to bring about a greater approach 
to uniformity in the taxation of consumable commodities, 
both in respect to the objects taxed, and the procedure 
employed. Economical and political cau.scs have both 
contributed to this result. The modern industrial system 
with its uniform and mechanical methods of production, 
the general diffusion of a taste for articles of convenience, 
and the formation of powerful fiscal administrations have 
all helped to make the excise systems of European States 
more nearly resemble each other. Scientific investigation 
has also aided in producing this situation. The skilled 
financial advisers of a government arc acquainted with, and 
ready to adopt, what is effective in the forms and methods 
of other nations. 

" Even greater progress in this direction may be antici¬ 
pated in the future. We may not unreasonably hope that 
some of the anomalies at prc.scnt existing will be removed, 
and that by due co-ordination and uniformity in method 
the hindrances to production and exchange that indirect 
taxation now causes may, if not entirely removed, be at 
least reduced to a minimum. 

§ 5. The freedom of this country from internal taxation 
of commodities was one of the boasts of Englishmen so late 
as the seventeenth century. Under Elizabeth the granting 
of monopolies was the first step towards what might have 
become an effective system of taxation, but this encroach- 

^ The case of the sugar duty illustrates admirably the principle of relativity 
in.taxation. Recognition of the fact, that sugar is relatively a good object for 
taxatien is quite consistent with the l>elief that the removal of the sugar duty 
in 1874 was highly henehcial. 
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ment was successfully opposed. The introduction ot the 
exci.se on the Dutch model, said to be the proposal of Pym, 
was due to the needs of the rarliament in its struggle with 
Charles I.; it included a large number of articles of nece-ssary 
consumption, chiefly food and clothing. Retained during 
the Protectorate, with some modifications, as an important 
source of revenue, the excise was re-established after the 
Restoration in the form of a tax on beer and ale, partly as 
a compensation for the abolition of the feudal dues, and 
partly as a resource for the growing needs of the Sovereign.' 
At the close of the reign of Charles II. the yield of these 
taxes was ;^620,ooo. 

Whatever may have been the advantages of the Revolu¬ 
tion of 1688, reduction in the burden of taxation was not 
one.* The cost of the French war and the entanglement 
of England in the European disputes respecting the Balance 
of Power, along with the colonial and commercial policy 
that resulted from the predominance of the moneyed 
interests, largely augmented the annual expenditure. Dur¬ 
ing the eighteenth century the process of building up the 
excise by the inclusion of fresh articles and the increase 
of the rates on those already taxed was in process. 
Breweries and distilleries were soon [rlaced under charge; 
the malt duty was imposed (1697), and later on developed 
into an important tax. Several articles of necessary 
consumption were brought within the fiscal net. Salt, 
leather, soap, and candles are enumerated, and their 
taxation condemned, by Adam Smith.® The extension of 
the.system was, however, carried on in a tentative way; 
new taxes were tried,'and if they proved to be unpopular 
or unproductive were repealed, perhaps to be soon re¬ 
imposed under more favourable circumstances. The best 

^ The hereditary excise had the former, the temporary excise granted for the 
life of the King the latter object, but the distinction was purely formal. 

* The severity of the revenue laws was greatly increased. Hallam declared 

that ‘our fiscal code . , . is to be counted as a set-off against the advantages 
of the Revolution.’ ConstUttiional Historyy iii. 290. * 

• Wealth of Nationsy 369. 
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known incident in this part of fiscal history—Walpole’s 
excise scheme—was really a reform in the customs treat¬ 
ment of tea and tobacco, and excited prejudice rather by 
what it seemed to lead to, than by its actual provisions. 
The financial result of the many measures passed respect¬ 
ing the excise during the eighteenth century is best shown 
in the increased receipts. At the commencement of that 
period they had averaged 1,200,000 A by 1/92 they had 
risen to ;^lo,ooo,ooo. From the latter date the extra¬ 
ordinary drain of the Revolylionary war with France 
affected the financial policy of the country, and caused 
those fresh applications of taxation that have been so often 
described by historians. The existing rates were in nearly 
every case raised to the highest productive point (often as 
experience proved beyond it). 'Fhe duty on salt was 
doubled, and later on again subjected to a 50 per cent. 
increa.se. Glas.s, tiles, and leather were also made liable to 
additional charges. Heer and ale, as might be expected, 
received specially severe treatment. At the commencement 
of the French war the various taxes on these articles or 
their constituents yielded ;f3,578,000; in 1815 they came 
* to almost 600,000. The spirit duties were trebled during 

the course of the war, until in i8n they .stood at lor. 2|i/. 
per gallon, or almost the present rate.® 

Such very great increase of taxation, accompanied as it 
was by corresponding advances in respect to other classes 
of imposts, could not long survive the return of peace, 
aided by the application of proper fiscal methods. Unfor¬ 
tunately the abandonment of the income tax, and.the 
injudicious methods of borrowing pursued by Pitt and his 
successors, made reform a work of some difficulty. The 
debt charge of ;^32,000,000, and the heavy military and 
naval expenditure, not readily brought back to a peace 


* * The revenue from inland duties had vaiied considerably in different years. 
In 1700 over a million, it was in 1702 nearly ;^i,400,ooo.’ Dowell, ii. 62. 

® F^r the details of these taxes, Dowell, ii. 208-245, and vol. iv. under the 
several heads. 
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footing, both hindered immediate remissions or exemp-, 
tions. The national industries had, besides, become 
adjusted to this very heavy taxation, and caution was 
needed in the attempt to alter the situation. At first the 
want of revenue was so great that certain excise duties 
were increased, e.g. those on soap, malt, and British spirits. 
This extreme pressure did not, however, last long, and it 
became possible to carry out some moderate reforms. The 
salt duty was reduced, and its abolition fixed for an early 
date (1825). That on leather was lowered one-half, and 
the very high tax on British spirits (lU. SJ;/. per gallon) 
was placed at ^s. in order to meet the illicit trade and in 
connexion with the lower duties on wine. The exertions 
of Huskisson were, however, chiefly directed towards the 
improvement of the customs, which, indeed, most urgently 
required reform. The internal taxes were not directly 
affected by the disturbing influence of the Protectionist 
system, and therefore the changes to be carried out were of 
a comparatively moderate character. They may be .said 
to consist in (i) the elimination of raw materials from the 
list of goods liable to duty, (2) the contraction of that list to 
a very small number of articles, and (3) the placing of the 
weight of internal taxation on intoxicating drinks. A 
further aim has been to secure a complete liarmony 
between the exci.se and custcuns systems, which has been 
reached by the abandonment of I’rotcction, and the estab¬ 
lishment of exactly equivalent duties in both departments. 
In fact, that substantial unification of the excise and 
customs, for which Walpole vainly risked his popularity 
has been definitely accomplished .so far as financial effective¬ 
ness is concerned. • 

Some of the facts of this reform of the excise are not 
without interest. After the disappearance of the salt tax 
the duties on leather and candles did not long remain. In 
1830-1 they were repealed. .The impost on soap—that 
‘tax on cleanliness’—survived till Mr. Gkadstone’^ first 
Budget in 1853. Gla.ss was released in 1845, but paper 



5'8 


PUBLIC FInAnCE 


BOOK IV 


«continued liable to duty till i86i. Starch and bottles 
were exempted in 1834, bricks and tiles in 1850. 
These repeals of duty, which seem so trifling, were 
really, taken together, a considerable boon to British 
industry, and to the bulk of consumers. The progress 
of the chemical industries may be dated from the repeal 
of the salt duty. Bricks, tiles, and glass are constituents 
of that most necessary commodity—a house, besides 
lx;ing of use in numberless other ways. The paper 
tax was even more than a ‘ tax on knowledge ’: it 
hindered the development of an important industry, and 
raised the price of an article capable of many dif¬ 
ferent uses. These advantages were well worth the 
sacrifice of the revenue obtained from the abandoned 
duties.* 

The treatment of alcoholic drinks stands apart from the 
general system pursued with respect to industries. In 
their case there has been no remission, except when there 
was a prospect of increasing productiveness. The only 
exception to this rule—the repeal of the beer duty in 1830, 
^by which ;£'3,ioo,ooo of revenue was sacrificed—had in part 
the aim of making the malt tax more productive, and this 
was in good degree attained. Besides, the double system 
of taxing both malt and beer was recognised as incon¬ 
venient. During the half-century 1830-80 the malt tax 
was the mode in which beer and ale were taxed, and sup- 


* The following were the amounts yielded by the excise taxes on the above* 
'iientioned articles at the dates of abolition— 


£ 


Salt (1825) . 

380,000 

Leather (1880) . 

^360,000 

Canities (1831) . 

476,500 

Starch (1834) . 

90,000 

Bottles (18.34) . 

3.600 

Glass (1845). 

600,000 

Bricks 118.50) 

456,000 

Soap (1853).. 

1,126,000 

Paper(1861). 

1,350,000 
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plied a .standing grievance to agriculturists. Its large yield 
—.^^8,000,000 in 1877—made it impossible to repeal it, but 
in 1880 the existing duty on beer was imposed in its pl.ice, 
partly to relieve the depres.sed farmers, but also in accord¬ 
ance with the principle that a tax shouUl be as near the 
point of consumption as can be arranged, in order that the 
preliminary processes may be released from excise restraints. 
The returns from the beer duty for the twenty years 
1881-1900 quite realised expectations. For 1899 1900 the 
amourtt was ;6’i 1,887,000. An increase in duty {l.r. per 
barrel) rai.sed the yield to only 3,500,000 in 1900-i,indi¬ 
cating a decrease in consumption. The year 1901-2 gave 
.1^13,300,000, thus showing a slight decline. 

The duty on hops, first impo.scd in 1710, became later on 
a subsidiary duty to the main tax on beer. It had the 
grave defects of being uncertain in its yield and pressing on 
the raw material, which was moreover an agricultural pro¬ 
duct. Accordingly this tax was repealed in 1862, leaving 
nothing of the kind, except the trilling duly on chicory, in 
the English e.xcise. Its yield had varied from /l86,ooo in 
1852 to ;C728 ,ooo in 1855. 

British spirits have presented greater difficulties. If the 
principle of fixing the duty in (iroportion to the amount of 
alcohol contained be adopted, the rate on spirits should 
much exceed that on beer, and the aim of encouraging 
temperance would lead to the same result. On the other 
hand, the principal scats of production of .s[)irits arc in 
Ireland and Scotland, and the aver.ige consumption in 
thair case is also greater. Heavy taxation of the more 
alcoholic drinks therefore presses unfairly on those parts 
of the United Kingdom. Finally, the enforcement 
of the revenue laws in wild and mountainous districts 
was no ea.sy matter, and consequently the limit of 
productivity was at first rather low. E.xisting methods 
are the outcome of the efforts to meet thes'e several 
obstacles. • 

The scale of duty, previously fixed on different prin- 
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ciples in the three countries, was unified by Robinson 
(1825), the only difference being the higher rate in England 
(yj. per gallon). By a series of measures the Scotch and 
Irish duties were brought up to the level of the English 
one, itself raised by degrees, until in 1858 a uniform duty 
of 8 j. per gallon was imposed. The increase in return 
was considerable. In 1829 the yield had been ;^4,8oo,ooo; 
by 1851 it was over 6,000,000. For 1859 the amount 
received was a little under ;£'9,ooo,ooo. An increase to los. 
per gallon in i860 made the tax still more productive, till 
in 1868 it was 10,500,000. The great prosperity of trade, 
and the more efficient excise administration, caused large 
annual increases, until in 1875-6 the highest return— 
;Ci5,150,000—was obtained. From that date there was a 
decline for several years, but the yield again increased, and 
a new maximum was reached in 1891-2, when the receipts 
from this source were 15,693,000. After .some fluctuation 
1899-1900 gave another maximum yield with .^19,335,000, 
followed by a slight fall in the succeeding year, and a heavier 
one in 1901-2 to 17,630,000.1 

It is therefore apparent that the excise system of 
England, so far as it applies to commodities, is almost 
exclusively a tax on alcoholic drinks, and is carried out by 
supervision of the brewing and dfstilling industries, which 
involves a very complete control of their operations. The 
modern tendency to concentrate the production of both 
beers and spirits at a few centres makes this sy,stem less 
troublesome, and the heavy taxation in turn favours the 
larger producers. Further steps in this direction have been 
taken in the last few years by the extensive creation of 
limited companies, possessing a qualified monopoly of 
special forms of beer, ale, or whisky, and who therefore 
bear the first weight of increased taxation. The whole 
situation is a highly artificial one; by it the State draws 
very large resources from the taxation of what is an instru-. 

' An mcrcase of 6<r. per gallon imposed in 1894 was removed in 1895, but 
re*iinposed in 1900. 
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merit of luxury, in many cases one of vice. The aim 
of reducing the national consumption of these drinks is 
naturally postponed to that of maintaining so material a 
support of the public revenue, and the problem of adjusting 
the duties between the different clas.ses is very imperfectly 
dealt with. There may be some reason for favouring sucli 
beverages as are believed to possess some nutritive power 
and to be less likely to cause intoxication ; but the present 
scales of duty seem unfair as between the consumers of 
spirits and those of beer. 

The trade licenses which accompany ami arc officially 
regarded as a part of the excise liave been already dis¬ 
cussed.* 

From one point of view the internal tax system also 
deals with the important article of tobacco; but until 
within the last few years it has been confined to the nega¬ 
tive function of preventing its cultivation in the United 
Kingdom. This sy.stem of prohibition, which seems to be 
a direct violation of industrial liberty and an interference 
with a probably gainful employment, dates in Fngland 
frc)in the times of Charles II.,- and has been jestifieil on 
the grounds of the inferiority of the home-grown plant amf 
the great trouble of collecting a very high duty on an 
article of local production. At present licenses aregranted 
for the purpose of experimental growing, though there is 
little probability of the cultivation extending. 

The processes of the English taxation of commodities 
are reduced almost entirely to levies on the |)roducers of 
th« taxed articles, the sale licenses being rather charges on 
the profits of the occupations, which, however, does not 
prevent their being useful as adjuncts of the e.xcise by 
bringing all producers and dealers under the notice of the 
authorities and facilitating supervision. Duties purely (rn 
sale are not employed, though the bonding .system, by 

* Bk. tv. cb. 2, § 8. * ^ 

* The prohiijition at first appJiett to Ireland, but wa.s removed in 1779 in 
consequence of the American war. It was re*iinposcd in 1832. 
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whicii goods are retained under official control free of duty 
until withdrawn for use, nearly approximates to that form. 
Neither are duties on the land under cultivation for a crop 
of the taxed article in use. Finally, the method of monopoly 
is not a part of English policy.. Spirits, beer, and tobacco 
would be the only objects for its operation, and each of 
them is treated in another way. In fact, the great 
characteristic of this form of British taxation is the 
simplicity alike of its objects and its processes. 

§ 6. The French organisation is much more elaborate 
and possesses a longer history. Under the Ancien Regime 
indirect taxation had been extensively employed. The 
necessities of the State had led to the heavy and unequal 
salt tax, to the duties on drinks, on leather, iron, and other 
useful articles, to the monopoly of tobacco, and the costly 
and vexatious inter-provincial duties. The origin of the 
system may be traced to the fifteenth century, in which the 
monarchy was reconstructed after the English wars. A 
great expansion, however, took place in the seventeenth 
century, when the administration of Colbert had recast the 
financial system, and when such a new source of revenue 
as tobacco was secured. 

The continuous development, apparently broken by the . 
Revolution, soon returned to its old course, though purged 
of many of the defects that had previously existed. The 
vices of pre-revolutionary taxation arose rather from defec¬ 
tive administration than from the inherent badness of the 
articles selected for duty. There were innumerable personal 
and local discriminations ; the noblesse were exempt frem 
various charges, and some districts were free from duties 
that pressed heavily on others. Thus salt was under six 
different systems* according to the particular province, not 
to speak of the many local privileges. Similar complexities 
were connected with the duties on wines and brandies. But 
far greater was the evil of the mode of collection, which 
was by the system of farming or letting out to companies, 
who contracted to pay a certain sum in return for the col- 
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lection of the duties. This system, so ch.-iractcristlc of 
Roman Finance, recurs in the French indirect taxes, and 
did much to increase their unpopularity. The ' Farnicr.s- 
General ’ were objects of universal dislike, and some of 
the members of the body paid the penalty during the 
Revolution.^ 

One of the first results of the disturbances that broke 
out in 1789 was a check to the collection of the indirect 
taxes. The offices for the duties on salt, on wines and 
spirits, and also the internal customs were attacked. Con¬ 
traband salt and tobacco were freely sold, and the toll- 
barriers of the city were thrown down.^ The failure to 
collect the Taille was more than paralleled by the case of the 
indirect taxes. The strong popular sentiment undoubtedly 
encouraged the Constituent Assembly, already imbued with 
the physiocratic dislike to taxes on consumption, to take 
the somewhat rash course of abandoning the greater part 
of the obnoxious duties. 

After an ineffectual attemi)t to maintain it provisionally 
the salt tax was abolished in March 1790. In 1791 the 
aides, or drink dutie.s, met the same fate, as did also the 
tobacco monopoly. The abolition of the octrois was decreccf 
in February 1791. 

So complete a break with past financial conditions could 
not continue,^ and accordingly we find that the work of the 
next ten or fifteen years consisted in building up the struc¬ 
ture on the same general lines, but without the serious 
faults that it had previously contained. The salt tax was 
restored in 1806, but the old inequalities and the .system of 

* Lavoisier, the eminent chemist, was one of the sufferers. For the system 
of the AncUn Rigime., jce Stourm, chs. 11-14. For the mechanism of the 
Finances, cp. Bk. vi. ch. 2, also Bouchard, SyUhnt Fiiiamier de CAncienue 
Monarchic and the Dutionnaire de tEconomic Politique., s. v. ‘ Finances dc 
FAncicn Regime.’ For the earlier history, Clamagenin, I/istoire de I'lmp 6 t, 
and for the latter part of the 18th century the elalx>rate works of Gomel, Les 
CausesJtnancilres de la Revolution Fran^aise (2 vols.); Ilistoife Financihe 
de PAssembUe Constituante {2 vol.s.), anS Histoire Finandire de la iJ^slative 
tide la Convention, as yet only vol. i. 

* Stourm, i. 295, 


* Introd. ch. 2, § 4. 
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mono'poly were not brought back. The suitability of 
tobacco as an object of heavy taxation made it advisable, 
after a series of ineffective attempts at taxation in the 
ordinary way, to re-establish the state monopoly of that 
article in i8lo. The octrois were gradually re-introduced, 
beginning with that of Paris in 1798, and soon extending 
to other towns. Finally, the complete freedom of spirituous 
liquors from taxation was put an end to by the law of 1804, 
which imposed a tax on wine and cider when in the pos¬ 
session of the producer. Further taxation of this promising 
source speedily followed in the duties on the transport of 
drinks, and the tax on the amount .sold by dealers. Thus 
in less than twenty years the system apparently overthrown 
at the Revolution was again in force, freed from its most 
objectionable features.* 

§ 7. The existing French system, which in its main out¬ 
lines was established at the fall of the first Empire, shows, 
when compared with that of England, a number of sug¬ 
gestive resemblances and equally suggestive differences. 
There is the same broad general treatment as respects the 
commodities selected for taxation and the proportionate 
burden placed on each class; there is also the same readi¬ 
ness to levy the duty at the most favourable point, and 
lastly tlaere is the same prominence given to this kind of 
indirect taxation in the fiscal system. On the other hand 
the French system has a wider basis. Salt, so neces¬ 
sary both for domestic and industrial uses, is an object 
of charge. So is that very general article of consumption, 
sugar, whose treatment has so often harassed financiers, and 
which was for over a quarter of a century freed from duty 
in the United Kingdom. The paper tax has only been 
suppressed in the last fifteen years, while matches—whose 
taxation in England Mr. Lowe could not propose with- 

^ For the re-eslahHshn\ent of the French finances see Stourm, Les Finatires 
de tAncien fii'gime. For Bonaparte’s place see the same writer’s lately issued 
Les FitUnces du Consulat. MoUien, Mimoires dun Ministrey 1780-1815, is 
full of instructive details. 
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out losing whatever financial popularity he had possessed— 
are placed under a state monopoly, as is al.so gunpowder, 
while dynamite is taxed. Oil is another important 
commodity that has to suffer taxation, to which may be 
added candles. Acid and vinegar may close the list, 
which establishes that France pos.sesses that diversity of 
indirect ta.xes which McCulloch believed to have been too 
hastily abandoned in England.^ 

Again, the procedure of the French administration is 
much more varied. Up to 1901 the drink duties were 
levied partly on wine in circulation, ])artly on the retailers 
who sold it, partly on its entry int(» towns, but this system 
only applied to the country districts and smaller towns. 
The two latter charges were, in 1S75, in the case of 
towns over 10,000 inhabitants, combined in a single tariff 
(/rt.rr nitiiiuc). For I’aris and Lyons a single rluty—the 
taxe lie rciitpluccmciU —covered all three.'-' Beer and s[)irits 
are taxed at the point of manufacture, in fact on the system 
of the English e.xcise. Salt and sugar are similarly dealt 
with, but in all these cases the duty on transport may come 
into operation. 

A more remarkable feature is the use of monopoly as ■■r 
fiscal agent It is true that in England the Lost Office is 
under this ri’gime, but ordinary commodities arc qjjite free 
from it. In France, besides the small monopolies of gun¬ 
powder and matches—the latter created in 1872, and con¬ 
ceded to a company, but taken up by the State in 1890— 
there is the great tobacco manufacture, which is altogether 
a state concern. Experience has shown that only by this 
means could sufficient revenue be obtained from it.* 

These contrasts arc to some extent due to the more 
rigorous administrative system of continental countries. 
Interference with internal trade would be much more diffi- 

* Taxation and Fundings 231. 

* liy the Law of December 1900 the duly on circulation is ^he only one 

retained for wine and cider. » 

* Sec Economic Journalf i. 307-24, for a fuller account of mono^ioly for 
taxation. 
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cult, und cause more irritation in England. But the different 
position of the two countries is a far more powerful cause. 
It is comparatively easy to watch the manufacture of drinks 
in the United Kingdom owing to the concentration of the 
industry. The problem of supervising the vineyards of the 
French peasantry proved too difficult for the revenue offi¬ 
cials of that country, and led to the repeal of the inventory 
duty of 1804. The insular position of Great Britain has 
been a further assistance in protecting her excise system 
from the introduction of contraband goods. Thus the price 
of the state manufactured tobacco in France has to be 
varied according to the proximity of the district to the 
frontier. The methods of each country are in fact adapted 
to meet the circumstances peculiar to its situation. 

At the same time it must be said that in certain respects 
French taxation of home commodities falls short of the 
highest attainable standard. Some of the duties are of 
too small a yield to justify their retention. The salt tax, 
even though it is confined to that used for domestic 
consumption, is too irksome and unequal a charge to be 
maintained when its return for 1901 was only ;^i,36o,ooo.' 
The taxes on oils, matches, candles, and explosives might 
also be removed. The sugar duty is a more doubtful case. 
Its yieldjs very considerable— £6,2So,ooo in 1901—and with 
the heavy burdens that the country has to meet such a 
resource should not be lightly abandoned.'^ Unfortunately 
the treatment of the duty on sugar has been complicated by 
the bounty system, which is evil alike for the treasury and 
the producers. Moreover, the technical problems connected 
with the measuring of the quantity and quality of sugar 
' yielded are very difficult, as is also the question of substi¬ 
tutes. A uniform duty on the finished product, adjusted 
to equal the import duty on the article, is the best financial 

• That is, jncluding the customs duty on imported salt, the excise proper 

yielded .^385,000. , 

* In the case of sugar also the customs and excise returns are combined, 
but the customs-only brought in ,^830,000. 



CHAP. VI INTERNAL TA^PS‘on COMMODITIES 527 

arrangement. The Brussels convention (1902) appeals to 
give a satisfactory solution of the bounty question from the 
point of view of French financial interests. 

The wine and spirit duties are an indispensable part of 
the system, and should be very cautiously treated. The 
exemption of wine consumed by the grower is a gap in 
the tax that at once reduces the receipts and makes its 
incidence unfair. Nothing but the hopelessness of levying 
the duty could excuse this omission. A .system of licenses 
for private consumption, such as that adopted for private 
brewing in England, might in some degree remedy the 
grievance. A further cause of complaint has been found 
in the comparatively high duty on retail sales. The artisan 
who buys his wine in small quantities is more .severely 
taxed than the large consumer, who has only the moderate 
duty on transport to pay. The impossibility of raising 
the latter tax without provoking an extensive contraband 
trade, and the loss that any lowering of the duty on re¬ 
tailers would cause, are the hindrances to reform. The 
duty levied on the entry of wine into towns with more 
than 4,cxx) inhabitants is a further pressure on the re.sidcnts 
in them, though its consolidation with, or pcrhaijs more> 
accurately speaking replacement of, the duty on retailers, 
where the population exceeds io,cxX), carried out in, 1875, is 
on the whole a desirable measure. The attempt to exercise 
surveillance over the very large number of agricultural 
distillers has proved a failure, compelling resort to the tax 
on circulation of spirits. These difficulties—which are 
good examples of the inevitable dilemmas that indirect 
taxation gives rise to—are due in a great measure to the 
position of France as a wine-producing country. Taxation 
of the cheaper wines falls necessarily on the bulk of the 
population, as it is imposed on their usual consumption. 
The cry of a ‘ free breakfast table,’ once so popular in 
England, would need for its realisation in F);ance the 
removal of the wine duty.* An important influence 
affecting the drink duties has been the desire to promote 
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temperance, shown in the various proposals to exempt or 
tax at a low rate, the less injurious beverages {boissons 
hygiiniques) and place heavy duties on spirits. These 
efforts bore fruit in the law of 1900, which placed a low 
circulation duty on wine and cider, with a similarly low 
duty on the circulation of beer. The duty on spirits was 
so adjusted as, it was hoped, to balance the loss on these 
reductions. The result of the first year's operation of 
the new system has been a very heavy falling off in the 
wine and cider duties (from over 000,000 in 1900 to less 
than .£3,000,000 in 1901), a like fall in the beer tax (from 
£ 1,070,000 to £540,000), and a comparatively slight increase 
of £700,000 in the spirit duties (12,980,000 in 1901 as 
against £12,280,000 in 1900).' 

Notwithstanding these grievances and gaps in the French 
system, it must be pronounced to be, on the whole, and con¬ 
sidering the problems to be dealt with, a skilful application 
of well-devised administrative jjrinciples. Tried by the 
great test of productiveness, it answers the object for 
which it exists. The various indirect contributions bring 
in close on £26,000,000, of which the drink duties provide 
, about £16,500,000, and the internal sugar duty £4,450,000. 
The monopolies gain over £18,000,000 (90 per cent, of 
which comes from tobacco). When the total is taken it 
comes to the large amount of £41,800,000. Of this great 
revenue, spirits, beers and wines, tobaoco, and sugar are 
the principal sources, the other duties forming but a trifling 
supplement. As in England, these articles are the support 
of the Exchequer, while in France the drink duties further 
contributed £5,900,000 in 1900 to local finance.® 

* Mote accurate figures are— 


Francs (ooo’s omitted). 


Kmc. 

Cider. 

Bter. 

Spirits^ 

Total. 

1895 

173.715 

23.546 

262,145 

459,406 

1990 

177,621 

26,778 

307>032 

5 ‘>, 43 ' 

J 901 

74,422 

13,469 

324.444 

412,335 


* See § 14, iu/ra. 
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§ 8. Italian finance has not had the same opportunities 
for the development of a productive system of indirect 
taxation as those possessed by England and France. The 
poverty of the people and the short duration of the present 
kingdom have both prevented the creation of a complete 
system. Nevertheless, the eminent statesmen and econo¬ 
mists to whom the conduct of affairs has been entrusted 
have made great progress in this direction, and have en¬ 
deavoured to apply .scientific principles so far as the 
difficulties of the situation would allow. 

The tax system of Italy had to be built up on that of the 
several States out of which it was formed, and it had to 
supply sufficient funds to meet the growing expenses of the 
new government. These conditions made the adoption of 
ta.xcs, in other respects very undesirable, a necessity. The 
grist tax, which fell on the main item of subsistence, was at 
otice op|)ressive and unctpial, but it became a source of 
revenue from 1869 to 1882, bringing in 83,500,000 lire 
(jf3.340.000) in 1878, and an average of over £2,700,000 
for each year of its continuance. Salt—another necessary 
—has been kept under a state monoi)oly, as it was in most 
of the smaller ItalianStatcs.and its estimated yield for 1901-2 
was ;^3,000,000. Sijirits, beers, and mineral waters have also 
been placed under an excise ; so have cotton oil, chicory, 
gunpowder, and the more important article of sugar. A 
monopoly of tobacco has been conceded to a company, 
and the net return from this source is one of the largest 
items in the budget (over £8,o(x>,ooo in 1901-2).^ 

kaly, however, differs from both England and France in 

^ In 1897-8 the following were the receipts and exitenses of the salt and 
tobacco monopolies— 

Lire (ooo’s omitted). 



( 7 fv.\s receipts. 

Expenses. 

Net receipts. 

Salt . 

Tobacco. 

72,846 

188,120 

• 11.499 

40.251 

61.347 

147,869 


M M 
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making use of the town duties on goods as a source of 
state revenue. The Italian octroi duties are notorious for 
their severity, falling as they do on articles of necessary 
consumption, as well as on the common enjoyments. 
Flour, rice, meat, butter, sugar, wine, beer, and spirits 
are all subjected to these local customs for the benefit of 
the State, with additional charges for municipal purposes. 
The inconvenience of this method is indisputable : it causes 
local variations in taxation levied for common purposes, 
and it is, besides, open to the general objections to the 
ocii'oi system. The tax on wine may be defended on the 
.same ground as the (now repealed) French entry duty, viz. 
that it is the only possible way of reaching an article of such 
general production and consumption, but this very difficulty 
seems to point to some other form of taxation as the most 
desirable solution. The total yield of £2,ooofXX) from 
octrois for state purposes is not large enough to justify the 
employment of so unfair and unpopular a method of 
taxation. 

In extenuation of these .seemingly oppressive and burden- 
jSome taxes it is necessary to remember the smaller amount 
of the national wealth ^ and the impossibility of limiting 
taxes to such articles of suj)crnuous, or at be.st convenient, 
expenditure as alone are dutiable in England. Where good 
objects of taxation are wanting, the financier must perforce 
adopt those that are indifferent or bad. The direct taxa¬ 
tion of the country is also heavy, and therefore the question 
of fiscal reform is primarily one of expenditure. Curtail¬ 
ment in the military and naval outlay and in the cost of 
administration would allow at least the removal of the 
octrois, combined with a reform of the tax on movable 
wealth, that would be a great relief to trade and secure a 
fairer distribution of the total load. A judicious reform of 
the drink duties might even raise their productiveness with¬ 
out injury in other respects.. The whole position of Italian 

O 

* The wealth of Italy has been estimated at ;^2,120,000,000, or one-fifth that 
of England. Paiitaleoni, Giornalt degli EconomiUi, Aug. 1890, 139 sq. Cp. 
GifTen, Growth 0/ Capital^ 153. 
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indirect taxation is a useful illustration of the modifications 
necessary in applying general principles to the economic 
system of a people at a somewhat low stage of industrial 
development. Such taxes as the grist tax or the existing 
salt monopoly would be unhesitatingly condemned on 
a priori grounds, but they were required in the particular 
situation. 

The relation of indirect taxation to the consumption of 
the people is here shown afresh. It is not possible to gain 
large returns from a southern people through the duties on 
the stronger alcoholic liquors. Such taxation as that of 
England would check the use of spirits completely. The 
same statement would hold true of any particular article. 
The theoretical doctrine that the minimum of subsistence 
should be exempt from taxation, however well it may 
sound, can only be applied in a society that has a con¬ 
siderable disposable surplus. When dealing with such 
populations as those of Italy or India, taxation, in order to 
be effective, must fall on objc-cts that constitute a part of 
necessary consumption. 

§ 9. The system of excises had a comparatively early; 
and wide application in Germany. Without entering closely 
into the details, it suffices to indicate the general fact. 
That the German cities should adopt a system of the kind 
was quite natural ; it was merely an octroi applied by a 
virtually sovereign State, but it seems that the method was 
imitated by the various princes, and notably in Ihanden- 
burg, where ‘the general c.xcise’ was introduced in 1640 for 
some towns and gradually extended. This tax, which was 
limited to the towns, affected corn, meat, drinks, raw 
materials, and imported goods. It was intended to fail on 
the country through the process of shifting, and was un¬ 
doubtedly one of the principal sources of revenue. The 
reconstruction of the Prussian finances after the French 
wars resulted in the substitution of the ‘ meal and meat ’ 
tax (1820), which was imposed only on the towns, as a 
kind of compensation for the ‘ class tax,’ ^ that affected the 
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country districts. The yield of these taxes, which were 
given up in 1873, was about .^400,000. 

Other taxes, more in accordance with modern practice, 
were added. Breweries and distilleries came under excise 
supervision, and a moderate tax on the production of wine 
was imposed. Beet-root sugar was placed under duty in 
1840, the old salt monopoly was retained, and tobacco was 
made to contribute through a tax on the land given up to 
its cultivation. 

The chief interest of this part of Prussian finance lies in 
the fact that it has furnished the basis for the system of 
the pre.sent German Empire. Its development had in turn 
been influenced by the need of adjusting internal taxa¬ 
tion to suit the regulations of the Zollverein, as, e.g. in 
the cases of the sugar and tobacco duties. The advances in 
technical precision and productiveness since the formation 
of the Empire have not been as great as might have been 
expected. The salt monopoly was changed in 1867 into a 
tax on the article, which has been retained up to the present. 
The other subjects of taxation are, it must be said, treated 
n an unsatisfactory way. The sugar duty, which ought to 
Je fairly productive, is affected by the bounty system, which 
n some years has absorbed the greater part of the re- 
Heipts.' But this difficulty has been much reduced, and will 

I * 114,000,000 iimks out of 141,000,000 marks in 1886-7. Cohn, § 413. 

I The following figures illustrate the relation of the sugar duly and 
fflfutrtics— 

I Marks (ooo’s omitted). 


1 fO 

' 

1 S's 

Excise vabialions. 
Gross duty. 

Bounties. 

Net produce of duty. 

18SG-7 

142 4 

108 *8 

336 

18,S7-8 

102*3 

105*6 

<47 

1888-9 

iri*2 

80*1 

31-1 

1889-90 

142-5 

61*9 

So-6 

1890-1 

154-2 

78*4 

75-8 

1891-2 

146-6 

74*6 

72*0 

1802-3 

86*7 

34-5 

52 *2 

1893^4 

93-6 

11*4 

82*2 

1894-5 

100*7 

15*0 

»S -7 

1896-6 

I 22 ‘I 

i8'4 

1037 
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soon be removed by recent legislation, and now by* inter¬ 
national agreement. The yield of the tax may therefore be 
expected to increase with the increase of home consump¬ 
tion. The tobacco tax is suffering in a different way. At 
present it is levied through the inefficient e.xcise system, 
and its amount is consequently low, .£’630,000 (12,600,000 
marks) in 1899-1900. The remedy proposed in 1885 was 
the establishment of a monopoly, on the same system as 
that existing in France, Italy, and . Austria, but it was 
defeated, and no further reform has been carried out. A 
like attempt which was made with regard to the refining 
of spirits met with the same fate. However, the rate of 
duty has been increased considerably, in the latter case 
with very beneficial results to the revenue, the receipts for 
the year 1899-1900 amounting to almost i,7,73,0,000. 
beer is also a source of revenue, but to a much smaller 
amount, owing to the lower rate, and the retention of 
separate duties by the state governments of Bavaria, 
Wiirtemberg, and Baden, which reduces the receipts of 
the Empire. The yield for 1899-1900 was £^1,750,000. 

German internal taxation is in some respects unfortu¬ 
nately placed. The separate interests of the different 
States hinder the most effective forms of duty being im- 
po.sed, but still more the articles to be taxed are,specially 
important products. Spirits, beer, and sugar are all ex¬ 
ported, and engage a good deal of the national capital 
and labour. Taxation is, therefore, more keenly felt, and 


Marks (ooo’s omitted) — conlinuect. 


year{Au^. i) 

Excise valuations. 
Gross duty. 

Uountics. 

Net produce of duty. 

1896-7 

1125 

2^6 

86-9 

1897-8 

137-6 

36-7 

100-9 

1898-9 

I 44 'i 

34 '9 

109*2 

1899-1900 

iGo-o 

33'3 

1 267 

• 


This table shows the efifcct of changes in the laws regulating the^ounlies, 
and the growth in recent years of the net receipts. The customs duty is so 
small that it may be neglected. 
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Strict 'Supervision by the revenue officials is more injurious. 
The treatment of agricultural distilling is a particularly 
difficult matter, and one that only admits of a compromise. 
Fiscal presumptions, whose operation we have already 
noticed,^ are employed to escape the cost and trouble of 
more exact determination.- 

The economic and social conditions have, therefore, 
prevented as great a development of the modern excise 
system in Germany as has taken place in France: the 
duties are less productive—the total amount from this 
source for 1899-1900 was just over 18,000,000—and the 
deficiency is noticeable in those very articles that form the 
mainstay of British and French finance. Tobacco and 
alcoholic drinks do not pay what might be e,xpected from 
them, while the sugar duty has been far under its real 
productiveness in consequence of the expenditure on 
bounties. The removal of this difficulty will be one 
addition to the receipts, and may be taken at ;^5,ooo,ooo, 
though production may fall off somewhat under the new 
regulations. An increased yield from tobacco, the end 
most needing to be accomplished at present, is to be 
r/^ached—as a monopoly seems impracticable—by more 
effective excise supervi.sion. Beer m-ight also be made to 
provide a larger revenue than it does at present. But even 
if these reforms were accomplished, it is not to be expected 
that the revenue could equal that of more favourably 
situated countries. A large revenue from taxation of 
commodities implies either extreme rigour in the tax-system 
or a high standard of comfort in the bulk of the population. 
Revenue may be wrung out of the subsistence fund of the 
nation, or it may be obtained from its comforts and 
luxuries. Neither condition is found in Germany, and 
consequently the returns of the indirect taxes are com¬ 
paratively small.® 

§ 10. The tax-systems of other countries repeat with 

* Bk. a', ch. 2 § 7. 

• For the German taxation of commodities up to 1888, see Cohn, §§411-23 ; 
for the later, and indeed the complete, history, Wagner, iv. 666-724. 
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modifications and new combinations the phenomena already 
described. The position in Austria-Hungary is soin*cwhat 
exceptional as the two parts of the Empire form a single 
customs-area, but each section collects its own excises. 
Salt and tobacco are state monopolies in both countries, 
and the latter is an important contributory (for 1893 the 
net yield on tobacco in Austria was ;£'5,6oo,ooo, in Hungary 
;£'3,000,000).* The spirit and wine duties are another 
productive item, Austria yielding slightly more th.an 
Hungary. Beer contributed ^'3,000,000 in 1900 to the 
Austrian excise, but barely one-fourth of that in Hungary. 
In respect to sugar also Austria is by far the larger con¬ 
tributor. Other taxes not usual in E'uropcan countries 
are the cattle ta.x and the duty on mineral oil. The total 
yield of the combined consumption taxes (the salt and 
tobacco monopolies e.xcluded) in 1899 was ;£'i6,39o,ooo 
(393,395,349 crowns) and of this Austria contributed less 
than ;£'l 2,000,000 and Hungary loss than ;£'4,500,000. 
Vienna, Puda-Pesth, and Trieste pay octrois to the state 
revenue. 

The chief commodities under taxation in Russia are 
sugar, tobacco and, most important of all, spirits. The 
first mentioned has been rapidly growing owing to the 
increase of home production. In 1890 the duty yielded 
21,600,000 roubles, in 1898 it had ri.sen to 47,700,000 
roubles, in 1899 it was 67,300,000 roublc.s. Tobacco has 
also increased in yield, but in a smaller proportion, the 
duty for 1890 being 27,775,000 roubles, that for 1899 
38,900,000 roubles. Both are, however, insignificant in 
A)mparison with the revenue from spirits, which amounted 
to 268,000,000 roubles in 1890, 298,000,000 roubles in 1898, 
and to 310,000,000 roubles in 1899. 

This immense sum shows how the existence of a 
particular habit may affect the revenue of a country, and 
how it is pos.sible «nder certain conditions to tax a very 
poor population. The contrast with the already noticed 

* See Wickett, * Studien iiber das Osterreichisclic Fubrikmonop^/ I'inartz 
Archiv, xiv, 198 -284. 
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cases,^of Italy and Germany is very remarkable. Mineral 
oil is a minor contributory. 

A further point of intere.st is the method employed in 
the collection of these taxes. Tobacco, as in the United 
States, is taxed by requiring stamped paper for its sale. 
Sugar is subjected to a strict supervision at the factories. 
The treatment of alcohol has varied. It was subjected to 
a monopoly which was farmed out until, in 1862, the 
excise system was introduced on financial grounds, and an 
increase of revenue obtained. The increase of intemper¬ 
ance amongst the peasantry has been the ostensible reason 
for a return to a monopoly strictly controlled by the State, 
which was inaugurated as an experiment in certain 
provinces in 1893, and next year was extended to the 
whole Empire, and has been accompanied by a further 
increase in return. 

§ 11. ICxcept in the crisis of war the internal taxation of 
the United States has always been very restricted. Hamil¬ 
ton’s attempt to tax whisky (1791) had led to a rebellion, 
and the duty was given up, to be again tried during the war 
with England (1812-14), and abandoned at its close. From 
that time till the outbreak of the Civil War (1861) there 
were no duties on domestic goods, not even on spirits. The 
war requirements of the Federal Government compelled 
recourse to heavy taxation ; in addition to the income tax 
and the customs, an extensive system of internal taxation 
was formed. ‘ Raw cotton was taxed at the rate of 

2 cents per pound.Salt was taxed at the rate of 

6 cents per 100 pounds tobacco from 15 to 35 cents per 
pound ; cigars from 3 dollars to 40 dollars per 1,000; sugar 
from 2 to 3^ cents per pound. Distilled spirits were first 
taxed in 1863 at the rate of 20 cents per gallon ; the next 
year 60 cents ; then i dollar 50 cents and subsequently 2 
dollars.’' Most manufactured articles were akso taxed, 
sometimes both in the raw material and the finished pro¬ 
ducts, without any attention to the conditions of justice 
" * Wells in Cobden Club Essays (2nd Series), 479. 
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or productiveness. This very rigorous and on the whole 
effective application of taxation did not long survive the 
close of the war. By a series of enactments during the 
next five years all the duties, except those on tobacco and 
spirits, were repealed. The former, which is carried out by 
means of a stamp imposed on the tobacco as manufactured, 
varied between ;£'5,ooo,ooo and £g,000,000 during the 
twenty-five years ending in 1898. In 1897-8 its amount 
was ;£’7,250,000.* The duty on spirits, which underwent 
several changes, being reduced to 50 cents in 1868, and 
raised to 70 cents, and then to 90 cents, and lastly in 1894 
to $rio per gallon, was far more productive. The amount 
realised in 1897-8 was over ;f;'i 8,500,000. 

In consequence of the war with Spain the duties on beer 
and tobacco were increased from July ist, 1898. The beer 
duty was doubled, and by this means its yield was increased 
from $39,515,000 in 1897-8 to $75,669,000 in 1900-1. 
Tobacco likewi.sc gave a return of $62,482,000 in 1900-1 
against $36,230,000 in 1897-8. The speedy conclusion of 
the conflict has permitted the partial removal of the 
extra duties in 1901, and their complete repeal in 1902. The 
return from the spirit duties also has been higheu, 
($116,000,000 in 1900-1). In its simplicity and absence of 
interference with industry the United States excise,system 
closely re.scmbles the English. 

In the Indian system excise taxation is on a limited 
scale. The principal objects of duty arc salt and spirits. 
The former article, which is, next to land, the most import¬ 
ant contributory, is taxed in different ways, partly by the 
method of monopoly, partly by excise duties. I’revious to 
1879 the methods of taxation were complicated and oppres¬ 
sive, but that year Sir J. Strachey succeeded in reforming 
the system by introducing a uniform scale of duty. The 
proper balance between the different forms of production in 
India and the product imported from Cheshire is difficult to 
determine. The salt duty has yielded about 80,000,000 

* For the tobacco tax, Olmsted in Quarterly fournal of Economics, v. 193 sq. 
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rupees annually for a long period. Spirits are taxed 
either at central distilleries or by farming out at auction. 
Opium and Indian hemp also come under taxation. The 
yield from spirits and drugs (which form the excise receipts 
proper) was estimated for 1899-1900 at ;^3,86o,ooo (or 
nearly $8,000,000 rupees). The excise duty of 3^ per cent, 
on cotton is attached to the customs. 

§ 12. We are now in a better position for examining 
some general features of the taxation of goods. Certain 
points have been impressed by repetition. One is the 
great prominence of drink duties. England, P'rance, 
Russia, and the United States regard them as the prin¬ 
cipal resource of the revenue. Improvements in the 
methods of German taxation will probably bring about 
the same'result there. This circumstance suggests some 
important considerations. The moral difficulty of basing 
the financial prosperity of the State on the growing con¬ 
sumption of what is useless, and in many instances injuriou.s, 
will be more and more felt in the future. The advocates 
of temperance can hardly remain contented with the pre¬ 
sent state of things in which the revenue from drink so far 
.exceeds other receipts. But the possibility of sweeping 
restrictive legislation, extending perhaps to prohibition, 
raises the further question of the effect of such measures on 
the State’s income. A reduction of fifty per cent, in the 
duties on spirits and beer would mean a great deficit in 
the English Budget, hardly to be replaced by any readily 
available substitutes. A much higher rate of income tax 
or the introduction of a property tax would probably have 
to be tried, perhaps combined with higher customs duties 
on tea and sugar. The difficulties surrounding any of these 
courses need not be dwelt on ; the limits of productiveness 
are reached sooner in the case of other indirect taxes, while 
an extension of taxation on income or property would 
involve a shifting of its present distribution that would 
need the greatest caution before it could be justly applied. 

Cdnnected in certain respects with the drink duties is 
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the tobacco tax, which is so important a resource in Fiaance 
and Italy, and—as a branch of the customs—in England. 
This impost has the advantage of falling on a luxury and 
affording a means of taxing the poorer classes who cannot 
well be made to contribute directly, but it is also open, 
though in a less degree, to the danger of shrinkage through 
a change of habits, .and is, besides, in common with the 
drink duties, hard to levy in countries where the production 
is extensively carried on, as a high rate inevitably leads to 
illicit traffic. 

It is in great part owing to a recognition of these com¬ 
plications that the method of monopoly has been so much 
employed. To place the manufacture of an article in the 
hands of the State is a strong measure, to be justified only 
by very cogent reasons ; but where the need of icvcnue is 
great, this sacrifice of a particular business to secure Com¬ 
plete freedom for the others may be desirable. It cannot 
be disposed of by an appeal to the principle of non¬ 
interference as a rule peremptorily binding on the State. 
The real point to bo aimed at is to secure the needed 
revenue with the smallest amount of restriction, a result 
sometimes best attained through monopoly. This, among^ 
other considerations, has led to the proposals for a state 
monopoly of alcohol, which have been brought forward 
both in Germany and France, but which have not jirovcd 
acceptable in either country. The reasons advanced in 
favour of such a measure are weakened by the great extent 
of the industry and the elaborate appliances needed for its 
proper working. That a state department could with 
fintincial profit undertake the production or sale of spirits 
is not likely, though it was confidently believed that this 
result could have been reached in Germany.^ A rigid 
excise system appears to be, on the whole, better both for 

* The Swiss alcohol monopoly has given a small profit. The receipts from 
September 1887 to the end of 1900 amounted to £$^^$ 0 , 000 , the expenses to 
j^3,6o4,ooo, showing a surplus of £ 3 , 2 :^ 2,000 or alx)ut £ 244,000 per ^num. 
The Russian experience since 1895 favour of a monoixily. 
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the industry and the State. The progress of invention is 
certainly retarded by the routine that state management 
sets up, and therefore, where it is desirable to secure the 
continual development of new processes, production should 
be left to private initiative, and as far as possible released 
from surveillance. But whatever be the form adopted, 
intoxicating drinks and tobacco must in the immediate 
future be the principal resource—so far as indirect taxation 
is concerned. 

Among the other dutiable articles sugar holds a high 
place, and if revenue be needed, it is one of the most 
eligible objects for taxation, much more so than a necessary 
commodity like salt.* The latter, again, is a preferable 
object to cither corn or meat. A fi.scal sy.stem that in¬ 
cludes air these duties reaches a high degree of harsh- 
ne.ss, the addition of duties on raw materials being all 
that is necessary to make it attain the maximum in this 
respect. 

The technical operations connected with the levying of 
duties deserve some notice. Modern appliances have made 
it far easier to gauge the exact product in most taxed in- 
‘•dustries; the strength of spirits or the sweetness of sugar 
can be ascertained with great precision by the use of 
special instruments, and in other cases similar aids are 
more or less available. As a means of checking fraud and 
stopping that ‘ leakage ’ and waste that has been so 
prevalent in the earlier attempts at taxation, they may be 
regarded as valuable contributions to finance. In another 
way the progress of invention has hampered the administra¬ 
tion of both the excise and customs. For every product 
substitutes are now devised which cannot easily be brought 
under control. The application of a duty to a particular 
article involves the inclusion of perhaps forty or fifty 
different items with a carefully calculated scale of rates 
in order to avoid unfair preference or encouragement to 
evasion. This is, indeed, orie great barrier to an extension 

* See § 4 , supra. 
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of the excise system. The best-devised duty from a purely 
economic point of view m<ay fail in consequence of 
technical obstacles. In fact, the applicatioaof taxation is 
always dependent on a careful observance of these special 
circumstances. All the details of a duty are important in 
this connexion. Thus, the rate to be imposed must be 
regulated with reference to the intensity of the demand for 
the article, the gradations of the several qualities, and the 
effective power of testing that exists. The reasons for the 
repeal of the English paper and sugar duties were partly 
founded on the difficulties of discrimination: the adjust¬ 
ment of the American spirit duties, in order to meet the 
risks of illicit distilling and secure^ the highest return, has 
been shown by Mr. Wells to rest on similar grounds. The 
treatment of the several forms of spirits and beer in 
Germany has been largely conditioned by consideration of 
the effects produced by different methods of levying duties 
on the development of the industries and on the receipts of 
the State. 

Nor is it merely the conditions that exist within the 
particular country that have to be considered. With the 
modern agencies of transport no community can be re^ 
gar<led as an isolated unit. Its method of ta.xing com¬ 
modities will be influenced by the economic ami fiscal 
systems of other countries. Due adjustment ought to be 
reached between excise and customs, and the trade rela¬ 
tions with outside producers and consumers should be 
carefully studied. The greatest prospect of advance in 
financial arrangements probably lies in this direction.' To 
expect uniform taxation in all European countries would 
be Utopian, but there is room for ap[)ro.vimation in the 
selection of the articles to be taxed, and in the rates of 
duty imposed. Thus, the treatment of alcohol and tobacco 
might possibly be made the same in a good many nations, 
and thereby the obstruction to industry and risk c 5 f contra¬ 
band traffic in great measure avoided. Even at p»esent 

' The recent sugar convention is an indication pointing in this direction. 
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the "monopoly system, as regards the latter article, is in 
force in France, Austria, Italy, Spain, and some smaller 
States, and may possibly be introduced into Germany. 
The rule of imposing higher duties on the more intoxi¬ 
cating spirits is now very generally adopted, though there 
is room for more complete agreement in both the mode of 
taxation and the rates fixed. 

Finally, then, while it is evident that the forms and 
extent of internal taxes on commodities must depend on 
the financial nece.ssities and the particular conditions of each 
country, it is also beyond doubt that what is vaguely called 
‘ the progress of society ’ must lead to greater uniformity 
in both respects, thougji it would be premature to con¬ 
jecture what will be the exact form of that common 
system. 

§ 13. To complete our account of internal taxation it is 
nece.ssary to notice its position in local finance. The 
■United Kingdom and the American Union are very 
markedly distinguished from other countries by their 
freedom from indirect taxes for local purposes. There 
have been some cases of‘ingate’ tolls in English and Irish 
'towns, and the London wine and coal dues were a more 
important instance, but with these exceptions internal trade 
has been altogether relieved of duties. This freedom of 
commerce was according to Adam Smith one of the reasons 
for the greater prosperity of the country. The Constitu¬ 
tion of the United States, enforced by the re.solute action 
of the courts, secured internal free trade over the whole area 
of the Union ^ and^ prevented the establishment of any 
local barriers. 

In continental countries a very different state of things 
has prevailed. Everywhere, in one form or another, duties 
have been levied on goods entering into cities. These taxes, 
.which may be traced back to the dues {portoria) imposed 
by the cities under the Roman Empire, were adopted by the 
comm mes as a ready means of acquiring funds. So early 
* Constitution of the United States, Art. i, § 10. 
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as the thirteenth century \vc find them in force in France, 
and their development continued till in the seventeenth 
century nearly every town possessed them. • The ministers 
of Louis XIV. saw in this form of tax a valuable resource 
for the hard-pressed finances of the kingdom, and accord¬ 
ingly a part of the octrois was appropriated for the use of 
the State, a system that continued down to the Revolution. 
Other countries had the same system ; the German towns 
levied duties on the commodities entering within their 
walls, and both the empire and the territory of Brandenburg 
derived revenue for their general purposes through the 
town taxes.^ 

The abolition of the octrois by the Constituent A.ssembly, 
and their reintroduction a few years later, have been 
already mentioned.^ In other countries the same popular 
sentiments and the same pressure of actual facts have 
made their influence felt. No form of taxation is more 
oppressive on the arti.san and small trading classe.s, and 
it has, besides, an indirect effect on the rural producers. 
On the other hand, where direct taxation is extensively 
employed by the general government, it is hard for local 
authorities to devise any less inconvenient form of duty 
that will supply an equal revenue. The opposed forces 
are seen in operation in the history of octrois in thc’prc.sent 
century. There has been a dis|)osition,to, as far as possible, 
get rid of these troublesome imposts, while at the same 
time they continue in several countries as a source of local, 
and even of general revenue. 

14. France in particular possesses a carefully arranged 
system. Municipal councils are empowered, and in cer¬ 
tain cases compelled, to establish an octroi, which is dis¬ 
tinctly recognised as a tax on con.sumption. The objects 
to be taxed may be food, drink.s, fuel, fodder, and materials, 
but the power of taxing is limited by restrictions, which 
exclude articles already heavijy taxed by the State or 
monopolised by it. Octrois on intoxicating drink? are 
* Supra, § 9. • Supra, g 6. 
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Specially regulated so as to bear a proportion to the general 
taxation of those objects.* 

The system applies to 1,504 communes, or about one in 
twenty-four of the entire number ; but as it includes all the 
large towns, its operation directly affects one-third of the 
population (13,434,000). The greater number of communes 
(864) raise the duties themselves. State officials manage 
291, and 349 are farmed out at a rent. The city of 
Paris has a special regime, which extends to the outlying 
communes, and is administered by the Prifet of the Seine. 
A considerable revenue is obtained from this source. In 
1900 it amounted to 14,200,000, one-half of which was 
raised in Paris. This amount is an increase over earlier 
years. Prom less than ;^2,500,000 in 1823 it has risen to 
;(j3,800,000 in 1853, to nearly ;f,'8,ooo,ooo in 1872, and to 
almost ;((I3,000,000 in 1895. This growth is due to the 
larger population of the towns and their imiirovcd con¬ 
dition.’* 

The Italian octroi duties in their present rigorous form 
only date from 1864; some of the smaller States had used 
them, but Sardinia and Tuscany were comparatively free.** 


^ Vignes, i, 205-16. A law of Derc-niber 1887 allows the communes to 
remove, and compels them to lower their octrois on the boissons hygiiniqnes 
(wine, cid^^r, beer, and mineral waters). 

^ The distribution of the dutie.s among tlie different articles is shown by the 
following figures h)r the year I9<X);— 



I'rattcs. 

of total* 

Drinks and lujuids. 

15.5,524,100 


Food . 

97,575,313 

27 -6 

Fuel . 

46,600,138 

131 

h'odilcr . 

iS,6a(,278 

5* » 

Materials . 

31,289,646 

s-s 

Miscellaneous . 

5,725,603 

1*6 

Total 

355,408,980 

100*0 

Of the total on drinks 67,000,000 francs were 

levied on wine, 57,500,000 


francs on spirits, and 16,500,000 francs on l)eer. Tlie cost of collection in 
1900 came to alxmt 1,250,000, which .should be deducted from the gross 
receipts of ^14,200,000. 

* Only six Tuscan communes had octrois out of 246, and only one in every 
ten of^hosc in the kingdom of Sanlinia. ‘Report on the Octroi Duties in 
Italy,’ Parliamentary Papers (C 6206), 1891. 
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Since the first measure on the subject several further orders 
and decrees have extended the system, until it has come 
to be productive of a large revenue as well as e.xtremely 
oppressive. Without again considering tliat part of the 
duties which goes to the general revenue,' it appears that 
in addition to further charges on the articles already taxed 
by the State octroi, there are duties on a large number of 
goods arranged in the same categories as in France, with 
an extra division for colonial produce. The result is that, 
in contrast with tlic French duties, foreign goods already 
submitted to customs taxation are taxed over again on 
their entry within the ' closed ’ communes, and that both 
the cost of living and the distribution of industry are 
injuriously affected. The duties vary according to the 
population of the town, and arc levied on sales in the ‘ open ’ 
or rural districts. The revenue received by the Italian 
communes from these taxes in 1897 was 300,000, which 
taken together with the part that goes to the central 
government, rcpre.sents a much heavier burden than that 
imposed in France by the same class of duties. A com¬ 
plete separation between the tax sy.stems of the general 
and local governments would seem desirable, and might be 
accomplished either by the exchange of the state octrois 
for local direct ta.xes, or better .still by a complete reform 
of the methods of indirect taxation.^ 

The various German .States have gradually reduced their 
indirect local taxation. Some German towns retain the 
octrois as a supplemental resource. In Bavaria this method 
is adopted, but the list of articles is not at all so extensive 
as either in France or Italy. North Germany is for the 
most part free from octrois, though a beer duty is levied, as 
e.g. in Berlin. In any case this form of taxation is of 
minor importance for the German cities. Austria and 
Hungary use the octroi system more extensively; some 

’ Supra^ § 8 . « 

* See, however, for a discussion of thg modifications required, Coniglianii 
Tribuii Locally 232-62. • 
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of tbe funds obtained in this way are taken for the central 
government, and the local taxes appear as additions to 
these state charges.* 

More radica'i measures have been applied in some other 
countries. Belgium, as we saw,^ abolished these taxes in 
i860, and vas followed by Holland in 1866, and by Spain 
in 1868, inough the last-named country had .soon to return 
to the old method. Denmark and Switzerland are practi¬ 
cally witKxut octrois, which are also of little importance 
in PortugiC and Sweden.^ 

§ 15. '•J-ihen considering the general principles of indirect 
taxation, 'liC concluded that its employment in local finance 
was object.ionable, and certain to disappear under the in¬ 
fluence of sounder ideas on the subject of taxation. The 
fact that a« many countries can succe.ssfully manage their 
municipal administration without recourse to indirect taxes 
is of it.self a strong point against their continuance. They 
have the unfortunate peculiarity of combining the defects 
of custom.-! and exci.se duties ; for they hinder trade between 
town and country and impose heavy pressuic on urban 
industries and consumers. Thus the materials for house¬ 
building 'jrc taxed both in I'rance and Italy ; the ordinary 
articles of the labourer’s consumption are compelled to pay 
toll before they reach him, and so are many of the mate¬ 
rials oh vhich he works. Inequality of distribution is 
another glaring defect in the octroi system, which varies in 
its incidsiice from place to place and between different 
classes. The one valid argument in its defence is the plea 
of nece.ss'ity. To surrender 13,000,000 of the French 
commuD.al revenue would be a hazardous step until an 

' For the Serman oclrois, see Cohn, §§ 457 sq. Cp. ‘ In Deutschland sind 
<Uc Octrois non geringer Bedoutung, der Bieraufschlag in Bayern und einige 
neuerc VnnSyimclisabgaben Wurttembergs ausgenommen ; Iklangreichcr sind 
sie schon in Oosterrcich; Wien zicht aus den stiidlischen Verzerungssteuern 
eine Summed Schaffie» SteuerpoHlik^ 452. 

® Bk. iiii’ •ill. 6, § 7. 

» Isolated octrois may be found In all these countries, e.g. that at Copen¬ 
hagen*: 
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assured equivalent was provided. This is the problem 
that reformers have to face, and the usual proposal has 
been the introduction of direct local taxes a substitute. 
The difficulty of this plan lies in the resistance that most 
of the communes would offer to it. M. Leon Say’s more 
fundamental method would alter the e.xisting relations of 
the general and local governments, and place the direct 
taxes at the disposal of the latter, giving them at the same 
time increased functions.^ Another and, perhaps, more 
feasible proceeding would be to follow the llelgian prece¬ 
dent, and pay over a part of the general indirect taxation 
to the communes in lieu of octrois. One important con¬ 
sideration indicated by M. Say is the distinction between 
the sixty towns having over 30,cxx) inhabitants, whose net 
revenue from this source is 10,400,000, and the remaining 
1,444 communes that gain only £2,600,000. It is obvious 
that the latter class might easily replace their indirect 
taxes by additions to the contributions directes. Even the 
remaining towns—when Paris with its net receipt of 
£6,0,60,000 is deducted—ought to be able to furnish the 
;^4,000,000 that would be needed by a development of the 
general taxation of spirits. ,, 

The case of Italy is a harder one ; though the burden of 
the duties is greater, so is also the need of revenue: and 
thus for the present it seems that reform, rather than 
abolition, is advisable. Exemption of the materials of 
industry, low rates on articles of necessary consumption, 
together with greater uniformity in the different tariffs, 
might be carried out with advantage to the revenue. 

The first step in this direction has been taken by the law 
of January 1902, which provides for the gradual abolition 
of the octrois on cereals, and arranges for a subvention from 
the State for 70 or 80 per cent, of the revenue sacrificed. 
Further adjustments of local taxation, e.g. increased charges 
on real property, are specified, but this is evidently transi¬ 
tional and intended to lead to more thorough reforn^ 

^Journal des dcommisUs, December 1891, 449-461. 

N N 2 
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§* i6. The last question that has to be discussed is that 
of the incidence of taxes on consumption. Everyone is 
familiar with the proposition that they fall on the consumer, 
and are intended to be a deduction from his income when 
employ it. It, however, appeared that the 
vhich taxes are shifted is not so simple or 
lis statement assumes.' That ultimately and 
' in the lonSrun ’ the bulk of the taxation of commodities 
falls on thcjTeneral body of consumers is undoubtedly true, 
but this isBn fact the case with a general income tax, 
which arrsffis the funds previously to their expenditure. 
But beforeR'e assert that a tax on a particular commodity 
comes outRf the pockets of the consumers of that com¬ 
modity, weBnust be .satisfied of three things—viz. (i) that 
none of thAurden remains on the producer who pays the 
tax immefffiitcly, (2) that none of it is thrown back on 
other prodffiers or owners of land or capital who contribute 
to the procfttion, and (3) that the consumer has no way of 
passing onBlic burden to another set of persons. But these 
conditionsRrc not always to be found. In some ca.ses the 
jjroducer iBs a complete or qualified monopoly, or more 
accurately B differential advantage, and, when this is so, he 
bears the bjrden in whole or part. Again, the limitation 
of denfiantBcaused by taxation leads to a lower value of 
land, or fi>Rl capital, or specialised labour suited for the 
industry, g which case some of the loss falls on the 
particular B.gent so affected. Finally, and this fact has 
been even Exaggerated in the ‘orthodox’ theory of in¬ 
cidence, thB additional cost of living may lead to a higher 
rate of v^es, which mu.st inevitably lower interest or 
employers»ain, unle.ss indeed it is limited to certain 
groups of Horkers, when the consumers of their products 
may bear He burden. 

Applyiiffl these general facts to existing tax-systems, it 
is an intiuSting question to consider how far the abolition 
of the rii^gnt English excise would (a) increase the profits 
^ Bk. Hi. ch. 5, § 5. 
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of brewers and distillers, as well as retail traders, (b) allow 
of higher prices for barley, hops, sugar, and other materials 
of the kind, or (c) cause a lowering of "wages in con¬ 
sequence of the smaller outlay on drink by labourers and 
artisans. That each of these effects would in some degree 
be produced is, we believe, indisputable; but so much 
depends on conditions which cannot be even approximately 
estimated, that it would be impossible to offer a conjecture 
as to their relative strength. The effect on other industries 
through the sums set free from the purcha.se of drink, or 
the increased labour and capital required in the distilleries 
and breweries if the total expenditure on drink remained 
as before, would be a further puzzle. Now, if the remission 
of these duties would produce such effects, it is unquestion¬ 
able that the development of the modern excise has caused, 
not perhaps quite the same, but quite as complex and 
important changes. When we take—as financiers and 
statisticians too readily do—the actual distribution of taxa¬ 
tion as a guide to its real effects, we should never forget 
the far more intricate problems that the working of a 
set of taxes imposed on a complex economical .system 
is certain to produce. 

If this be true of the '.cry simple and easily examined 
excise of England it holds good with .still greater "force of 
the more elaborate systems of France, Germany, and 
Italy. Where several articles arc taxed the effects become 
intermixed ; e.g. a duty on sugar tends to combine with 
duties on breweries where that article is used as a material. 
Especially where taxatio.n is different in different cases we 
may expect complicated results; the duty on wines 
entering French towns is an clement in the cost of living, 
and probably in the wages of the workmen residing in 
them, and hence on the price of the goods produced in such 
places, while this altered price may cause a redistribution 
of industry. ' 

The octrois exhibit some of the best examples af the 
practical existence of these—at first sight far-fetched— 
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positions. One of the arguments of the defenders of local 
taxation of commodities is that their incidence is not really 
on the consumer, who would not benefit by their abolition. 
It is pointed out that in many cases the reduction or re¬ 
moval of the town barriers has not lowered prices. The 
gain is reaped by the producer or trader.' So far as this 
argument has any truth it illustrates the proposition that we 
have already laid down, though it is hardly a good defence 
of the system.'' In like manner it has been argued that 
the Italian octroi system has compelled manufacturers to 
establish their industries in agricultural districts where the 
cost of subsistence is not artificially enhanced.’ But what 
is apparent in the limited .sphere of local taxation must be 
equally operative, though its influence is harder to trace, in 
the wider field of state economy. 

* This argument will rea|)pear in connexion with the incidence of import 
duties. 

2 This has been alleged of the Belgian reform and also of the partial re¬ 
mission of the Parisian octrois in 1848. The absence of any traceable effect on 
price by the abolition of the London coal dues is another instance. 

* Kej>ort on Octroi Duties (C. 6206), 14, 15. 
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§ I. The taxation of goods attlic frontier or on passing 
a fixed boundary line—vvliat is known in England as the 
customs revenue—is far older than the system of internal 
duties. Almost from the origin of commerce we can find 
traces of its employment, and can note its gradual develop¬ 
ment into an important source of state income. Nor has 
it as yet lost much of its prominence. Notwithstanding 
the great increase of other branches of taxation, customs 
arc still a conspicuous part of nearly every national budget, 
and in some countries are regarded as the only convcnicni; 
mode of levying dues on consumption.* 

The most primitive form of this kind of taxation is 


* The following table shows the position ot the Cnslom.s revonne in the 
leading Kuropcaii States — 


- 


£ ((XX)’s omilleif). 

y Vr cent, of total 
revenue. 

England . 

1901-2 

30.993 

25 

France . 

lUOl 

10,340 

12 ^ 

Germany . 

1900 (estimate) 

25,250 

47 • 

Italy . 

1901 2 (estimate) 

-\S 35 

13 

Russia. 

woo 

21.750 

23 


A large part of the United States’ revenue has generally been obtained from 
this source, often exceeding onc*halfof the total receipts. The*lowcst yield 
since iS84wasin 1893-4, when the CiTstonis were only $i3i,8i8,oc». The 
highest absolute amount was in 1900-1, when $238,585,000 were received, or 
40 per cent, of the revenue from all sources. 
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probcibly that known as a transit duty, imposed on goods 
passing through a district. Modern African travellers have 
made us familiar with the ‘gifts’ demanded by each petty 
chief in return for leave to go through his country, an 
exaction which in the trader’s case is practically a tax on 
the wares that he carries. How natural such a system is 
its revival in the earlier Middle Ages shows. In that dis¬ 
orderly condition of society each lord or seigneur asserted 
his right to charge dues on goods in passage, basing his 
claim -on the services that he rendered by keeping the 
roads, bridges, and water-ways in fit condition, and by pro¬ 
tecting the trader against violence. The collection of the 
tolls was, however, far more regular than the performance 
of the corresponding services, and therefore the first efforts 
of reviving commerce and increased royal power were 
directed towards the curtailment of such vexatious dues, 
which were either abolished or confined to payment for 
actual service done.^ The use of transit duties was, how¬ 
ever, continued in state taxation, and they have only been 
given up in the present century. 

Next in historical order comes the export duty, levied on 
commodities as they leave the State’s territory. The reasons 
for the employment of this kind of duty in early times can 
hardly bo adequately appreciated, without considering the 
differences in economic beliefs and conditions. By taxing 
exports it was thought that the foreigner was made to pay 
a high price for native wares, or at worst that a more 
abundant supply was kept for the home consumer. Even 
if the burden should fall on the native producer, the article 
taxed was generally an important one, and its proprietors 
weC bound to contribute to the public revenue. In fact 
the export duty is often a mitigation, introduced in the 


^ For the great number of tolls and passage duties in mediu^val times see 
Clamageran,,!. 160-1 ; Pigeonneau, Histoire du Commerce de la France, i. 
96-99, 182-3. on the Seine in 1315 are set forth in a document 

given in Fagnies, Documents de PIndustrie et du Commerce en France, ii. 30-37 j 
for Germany, Zimmern, Hansa Towns, 102 
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interests of the Exchequer, of the more rigorous prohibi¬ 
tion of export. 

The field of action for export taxes has been greatly 
diminished by the influence of the mercantile system,* 
which, looking on exportation as advantageous, was naturally 
hostile to anything calculated to restrict it. The few ex¬ 
ceptions that it admitted for special reasons’* have .since 
been removed by the change in commercial policy, so that 
the use of export duties is now on a very limited scale. 

The decline of the older forms of customs taxation has 
not affected the import duties, which indeed have come to be 
regarded as synonymous with the customs. The complete 
abolition of duties on exports would hardly affect the 
finances of European States, but anything that disturbed 
the revenue from imports would be the cause of grave 
concern to nearly all nations.® Though probably of 
somewhat later origin than transit or export dues, duties 
on imports were well established at an early period. They 
were employed under the Roman Empire, with separate 
customs lines or points for each province,* but the rates 
were moderate, not exceeding five per cent, ad valorem. 
The break-up of the Empire brought back the ruder state 
of things already described, and it was not until the royal 
authority became somewhat firmly established that duties 
on imports were effectively levied. The cities exerci.sed 
the power of taxing goods, each in its local market and the 
adoption of this course had in many cases the same effect as 
the imposition of an import duty, but the great agency in the 
d«velopment was the expansion of the king’s administration. 
England supplies the earliest example with its ‘ customary’ 
dues on wine, accompanied by the heavy tax on exported 
wool.® Other European countries followed the same 

* See Introd. ch. ii. § 5. 

* For this side of Mercantilism, sec Wealth of Nations^ Kk. iv. cli. 8. 

* India is, perhaps, the only country in which the revenue from exports 

exceeds that from imports. ^ 

* Mommsen, Hist, of RomOy iii. 397-8 ; Merivale, Romans under tkooEmpirty 

V. 45 ; Clamageran, i. 73.- ® Dowell, i, 75 sq. 
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cour^. France, e.^. adopted import taxation at a 
later date, export and transit dues being at first more 
prominent. As trade increased, and as the desire of 
encouraging national industry took a firmer hold, resort 
to import duties became more frequent. The rise of 
mercantilism, discernible in England from the time of 
the Tudors, and in France from the sixteenth century,^ 
supplied a fresh force in favour of this- form of taxation, 
while it tended to lower its financial importance in com¬ 
parison with its use in assisting native producers against 
their foreign competitors. 

Amongst the great services that Adam Smith performed 
for the cause of sound finance, his establishment of the true 
function of import duties was undoubtedly one. His 
vigorous attack on their employment as an instrument of 
economic policy helped materially to bring out their true 
use as a fiscal agency. To gain a large revenue and at the 
same time protect native industry from the entry of foreign 
goods was, he plainly showed, impossible.^ The revenue 
duty is not protective, and the protective duty is not 
revenue-yielding. The influence of Adam Smith’s teach¬ 
ing on administrators;, and the need of revenue in conse¬ 
quence of increasing outlay, have led to at least a partial 
recognition of the financial aims of import taxation. Even 
in countries that adhere to a rigid .system of protection, 
some of the duties are solely productive of revenue, and in 
all, the financial aim crosses and modifies the political one. 
A great deal of the modern protectionist revival is really 
due to the need of revenue to meet growing expenditure. 
The general adoption of a purely financial customs system 
with complete exclusion of all other aims, may be long 
deferred, but State requirements will always secure that 

* For England, sec Schanz, E*tgHsche Hatulelspolitik, and Cunningham, 
Growth of English Industry and Commerce^ liks. vi., vii; for France, 
Pigeonneau, nt supra, 

* * Taxes proposed with a view to pr event, or even to diminish, importation 
areevidditly as destructive of the revenue of the customs as of the freedom of 
trade.* Wealth of Nations^ 191. 
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the gaining of funds shall be one of the ends sought. * The 
real danger lies rather in the probability of the mcthoils 
employed being wasteful and unduly oppressive to the 
consumers. 

§ 2. In order to understand the position of the custom.s 
in the fiscal system, it is es.sential to .see that they are 
in reality a form or mode of collection, rather than a dis¬ 
tinct branch of taxation. This point has been indicated 
before, * but it is worthy of repetition. Whether a given 
commodity—say salt—is taxed directly in the possession 
of the consumer, or indirectly, either by excise supervision 
over the producer, by making the production a state 
monopoly, or, finally, by levying a duty at the frontier, is 
in one respect immaterial, as any of these mctlwds secures 
taxation of consumption. The separate treatment of the 
customs is only defensible on historical and technical 
grounds. This fundamental unity of the various forms of 
taxation on consumption at once leads to the conclusion 
that most of the conditions governing the excise may be 
applied without hesitation to the customs. Thus the whole 
formation of the tariff should be determined by the parallel 
system of internal taxation, and the rates of duty in bo 4 li 
should be exactly the same. No one has disputed the 
justice of imposing a customs duty where an excise one is 
already in force. To allow, e.g'. foreign spirits to enter 
duty free, while native ones paid heavily, would at once 
reduce the revenue and divert the normal course of indus¬ 
try. But exactly the same reasoning applies to the case 
o& an import duty without an equivalent excise one. 
Expenditure is in this ca.se also diverted, with the double 
evil of forcing some of the consumers to take what is in 
their opinion an inferior article and depriving the State of 
funds. 

The problems of the excise as to the number of taxed 
articles and their selection reappear in connexion with the 
customs, though some modif/ing circumstances also,occur. 

* Bk. iv. cb. 5. § 2. 
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As regards the first, it is abundantly established that in 
order to secure productiveness only a small number of com¬ 
modities should be taxed. This is best shown by the fact 
that in all countries the really productive articles are few 
in number. Before the restrictive system had been seriously 
altered in England (1839), five-sixths of the receipts came 
from nine articles. Forty years later (i 880), three-fourths 
of the French customs revenue was raised on eight prineipai 
commodities; in 1900, more than half of it on four com¬ 
modities: in 1887, corn, coffee, tobacco, and wine provided 
more than one-half of the German cu.stoms, and in 1899 
corn, petroleum, and coffee performed the same service.* 
The lesson of the excise is repeated in respect to the 
customs. It is further clear that more than a single 
article will have to be taxed. To secure the maximum of 
revenue with the minimum of friction, it is expedient to get 
a sufficiently broad field on which to operate. By this 
means the stability of the revenue is best secured. A 
particular commodity may fluctuate in its yield from year 
to year, but the general customs revenue can be made to 
annually approximate to a certain amount for a long series 
of-years.^ The adoption of a pure revenue system greatly 
assists in the attainment of this desirable result. 

The administration of the customs is relieved from one 
of the technical difficulties of the excise. Its treatment of 
ail commodities is very much alike, and there is no inter¬ 
ference with the work of production, or the development of 
industries; nevertheless other complications arise. The 
supervision of a long frontier is an arduous task, and where 
high duties are imposed, contraband trade can hardly be 
prevented. The more portable commodities are therefore 

^ Report of Import Committee (1840); Lcroy-Bcaulieu, i. 615; Cohn, 
§ 407 ; Wagner, iv. 769. 

* The English revenue from this source kept very near ;^2o,ooo,ooo per 
annum for forly years. In the period 1815-1900 it has only varied between 
;^24,ooo,ooo and ;^I9,000,000, notwithstanding the extensive remission of 
taxation.^* The export duty on coal and the import one on sugar account for 
the great rise in 190X-2. The estimate for i902-'3 exceeds ;^3S,ooo,ooo. 
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not fitted to bear heavy duties, and, in fact, the limitation 
of taxation to products of distant countries, and to fairly 
bulky articles, would, from this point of view, be advisable. 
It has been suggested as a rule of fiscal policy that 
customs duties should, as far as possible, be placed only 
on those goods that arc not produced at home.* This, 
however, is hardly practicable, since, even where the exact 
commodity is not of native production, some available 
•substitute is, and a tax that stimulates the use of sub- 
.stitutes is, in principle, as vicious as a protective duty. This 
problem arises in connexion with the English tea and coffee 
duties, but is not in their ca.se of much practical weight. 

The further questions as to the treatment of necessaries 
and raw materials must be answered in the same way as 
in the excise. Both are injuriou.s, if they can be avoided, 
but the wants of the State may, as we saw,^ compel the 
taxation of such articles as salt and corn, in which case the 
customs system must levy its part on the tax. Taxes on 
raw materials, though they impede industry and raise 
prices unduly, may, on the whole, be the least vexatious 
mode of reaching a particular class that would not other¬ 
wise contribute its share. A tax on raw cf)tton might, 
e.g. be the most effective and Ica.st irritating way of taxifig 
the consumers of calico.® In fine, the customs system 
requires to be thoroughly adapted to the conditicfris of the 
general taxation on consumption, of which it forms a part, 
and has besides to conform to the technical limits imposed 
by its constitution and mode of working. Broductiveness, 
equity, and economy both with regard to the cost of collec- 
fion and the loss impased on the community arc the ends 
to be realised, and of these, the first and last are the most 
important, as unfairness in the pressure of taxes on com¬ 
modities can be rectified by alleviations in other parts of 
the tax-system.* 

’ J. S. Mill, Princifles, Ek. v. ch. 6, § 2. * Ek. di. 6, § 2. 

•* Cp. Milts advocacy of a lax on raw silk. Principles, Ek. v. ch. 6, § 2. 

^ Cp. Ek. iii. ch. 3, § 10, for this use of a progressive tax on incoaie. 
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§ The English customs system is remarkable for its 
rigorous adherence to the principle of purely financial 
duties. All traces of a political aim in the imposition of 
customs charges have now disappeared.' This result has, 
however, been reached only as the result of a long develop¬ 
ment, during which other principles were operative. 
England, from its insular position and its stronger govern¬ 
ment, was more favourably situated than any continental 
State in respect to this form of tax. From being merely 
customary charges on wine and wool, the port duties ex¬ 
panded in the seventeenth century into a broader system. 
The receipts—derived from the general tax of five per 
cent, on all imports and exports, and the duties on wine, 
cloth, tobacco, silk, brandy—rose from ;£'i27,ooo, in 1604 to 
nearly ;t5oo,(X)0, in 1641, and nearly ;£'i,ooo,ooo, in 1688.'' 
After’the Revolution they fell off, owing to the French war 
and the increase of duties to ten per cent., but by 1702 
they came to ;^^l,500,000. 

All through the eighteenth century, war and the influence 
of the mercantile doctrines hindered the growth of the 
customs revenue; profitable lines of trade were closed, and 
prohibitive duties encouraged smuggling. The most pro- 
nlfnent features were the imposition of special duties and 
the increase of the general import dutie.s. Wines, spirits, 
sugar, tda, and coffee had all to pay extra charges, 
while the ten per cent, general charge of 1698 became 
fifteen per cent, in 1704, twenty per cent, in 1747, and 
twenty-five per cent, in 1759. The pressure of the American 
War of Independence brought further additions in the 
shape of two separate five per cent, increases on the total 
duties existing on each article, with further extra duties on 
sugar and tobacco. Far greater, however, was the effect of 
the French wars (1793-1815), with the enormous outlay in 

' The treatment of the wine duties and the export duty on coal indicate a 
retrograde tendency in this respect, stiil further shown in the re-imposilion of 
a duly on imported corn. 

* Dowell, i. 195 ; ii. 34. Some of tht^hottest contests between the king and 
the people turned on questions of taxation, the currant duty (Bates* case). 
For the earlier history, see Hall, History of ths Customs Revenue. 
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'which they involved the country. At six different times 
the import duties generally were raised, besides lieavy 
special increases on particular commodities. The final 
result was that at the close of the confiitt in 1S15, the 
tariff contained nearly 1,400 items, and the rates were in 
many cases prohibitive. 

In this unfortunate course of development but two 
periods of mitigation occur. Waliwle’s lojig peace ad¬ 
ministration (1722-39) secured the carrying of some 
desirable reforms ; such as the abolition of the general 
export duty, the reduction of the more onerous duties on 
raw materials and the adoption of a new valuation of 
goods.^ The opening of the younger I’itt’s ministry also 
promised well. The duties on tea and coffee were lowered 
(1784); the Eden commercial treaty with Frapee (1786) 
enabled an oiien trade to be carried on between the two 
countries, and in 1787 the customs laws were consolidated. 
These measures, however, had but a temi^orary effect; the 
need of securing revenue made recourse to bad taxes 
necessary, when the productiveness of the better ones was 
exhausted. But from the fiscal point of view it is plain 
that a simpler and better-regulated system would have 
been far more effective. In spite of tbe oppressive dutivJs 
on almost every article, and the frequent increases of rates, 
the returns were not what might have been expected. In 
,'739 the yield was less than in 1702, and the growth up to 
the accession of George Ill. was slow.^ 

* For Walpole’s fi.scal policy SCOMorley, Walpole^ 166-82; for his ‘excise’ 

scheme, A(cise‘Streit. 

* The ftillowing figures give *the yield of the customs at selected periods;— 


Yt’ar. 

£. 

1702 . 

... 1,500,000 

17:19 . 


1760 . 

1,824,000 

17«4 . 

3»o25,ooo 

1802 . 

8,815,000 

1816 . 

... 11,950,000 


Sinclair, History of the Revenuey ii. Appendix No i.; Dowell, ii. #2, 109; 
Wilson, National Budget, 55. 
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In the period 1820-1860 this complicated and un¬ 
economic tariff system was completely transformed. The 
old prohibitive duties were removed; so were all the 
surviving export taxes. Raw materials, articles of food, 
and, finally, manufactured goods disappeared from the 
customs list, until the attention of the customs staff was 
concentrated on a small number of productive articles, 
taxed at suitable rates. Thus the customs system became 
nearly as simple as the excise, though, owing to the con¬ 
ditions of production, it included somewhat more articles. 
Notwithstanding this notable diminution in the number of 
dutiable goods, the yield was fully maintained. We are 
not concerned here with the history of this important reform, 
carried out in more logical and consistent manner than 
is usual 1(1 English legislation.^ Still less have we to 
consider the economic issues of the free trade contest;* 
but it is in place to note the real cause of the financial 
success achieved. It was by singling out the fiscal element 
in import duties, and neglecting other considerations, that 
the revenue was maintained so close to, its former level. 
The great number of duties created or increased between 
the Revolution of 1688 and the Battle of Waterloo had 
tWo grave financial defects, for (i) they were not really 

* There were three stages in the movement, viz. (i) the reforms of Huskissor 
1823-7, which opened the way ; (2) Teel’s tariffs of 1842 and 1845, by which 
a substantial instalment of free trade was given; and (3) the measures o; 
Mr. Gladstone in 1853 and i860, which conijdetcd the work. For the fisca! 
history of this perio<l, see Dowell, ii. 249-361 ; Buxton, Finance and Politics. 
i. 1-217 ; Bastable, Commerce of Nations., ch. 6 ; also Northcote, Twenty 
Years of Financial Policy, For the general character of the legislation, 
Wagner, iii. 300-1. 

3 It is important to maintain the distinction between ‘finance’ {Finanz 
wissenschafi) and ‘ economic policy ’ ( IVirihschaftpolilik). To introduce f 
discussion of the merits of free trade or protection into a financial treatise woulc 
tend to confuse these separate subjects, and would thus be detrimental to both, 
Prof. Plehn’s statement {Financcy 185 n) that in this work we ‘refuse t( 
discuss protective duties because we believe them [sic"] “vicious” and “un¬ 
economic,” ’ is, it need hardly be said, entirely destitute of foundationi Sue! 
a reason, as Ije rightly says, ‘ is not scientific.’ Therefore to ascribe it withoui 
a shadow of evidence—the quotation marks inserted in his note are spurious— 
is.a proceeding which may be left to the reader to characterise. 
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productive of revenue,' and (2) tiiey violated the rule of 
‘economy’ by taking far more out of the taxpayers’ 
pockets than they provided for the State TjCeasury. Tlie 
successive prunings of the customs tariff removed what had 
Httle life, and gave room for growth to the branches that 
remained. Cheaper raw materials made industry more 
effective; cheaper food left a larger surplus to be spent on 
enjoyments, and lower duties on the productive articles 
stimulated consumption, while they diminished smuggling. 
Consequently there was an apparently immense remission 
of duties without any real loss to the revenue.' It must 
however, be noticed that the low rates of duty—those on 
tobacco and spirits excepted—were accompanied by the 
development of direct taxation, and the stamp (incliKl- 
ing the succession) duties. The emergency of war or any 
weakne.ss in financial management'was certain to lead to a 
return to higher customs duties and the extension of the 
list of ‘ objects ’ under charge. 

Accordingly, in 1900 the tea duty was restored to the rate 
of 6r/. per lb., at which it had stood previous to 1S90, and 
the customs duties on spirits and beer were raised to corre¬ 
spond with the excise. In the next year sugar was taxed at, 
4.r. 2d. per cwt., with a number of ca]uivalent duties on sub¬ 
stitutes, while the long disused e.xport duty was revived in 
respect to coal, i.r. per ton being the rate. In 1902 the so- 
called registration duty on corn, which had been repealed 
in 1869, was reimposed. Thus the financial [lolicy which 
prevailed since 1846 has within the last two years been 
decidedly modified by increasing the area of taxatiiui. 

The chief contributon'es to the customs revenue are now 
tobacco, tea, sugar, and spirits. The first mentioned article 

* Thus in 1S39 cry.stal Ifeads yielded ix. 7^/., starch is. gd., Bru^e.s thrca<l 
IX. 3r/., extract of vitriol I2.f. 3^/. ! 

* Between 1815 and 1885 the amfmnt of duties remitted wa‘;/,'35,861,(X)0 
against ^8,063,000 imposed, or a balance of ^27,800,001^ remilt< d. VVairner, 
iii. 299. But there were no remjs.sions in the last ten years of ihe,|u ri<)d, an<l 
those in the prccedin}» fifteen years (1861,75) amounlin;^ to ,^1.^,500,001), were 
on purely revenue duties—lea, suj'ar, &c. In the perio'l 18185 1900 'jlie lea, 
tobacco, and currant duties were reduced. 

* As predicted in the 1st edition of tliis work, pp. 488 -9. 
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paid. ;fi2,839,000 in 1900-1, but the return fell to 
;^io,365,ooo in 1901-2. Tea has been increasing in yield for 
several years; in 1899-1900 it gave ;f5,552,ooo, in 1900-1 
with an additional duty of 2d. per lb. its yield was £6,2/5,000. 
The sugar duty for its first year (1901-2) produced 
£6,sgo,ooo. Imported spirits paid ;£'s,133,000 in 1900-1. 
The other articles deserving notice arc wine, coal, and corn. 
The wine duties have been falling off, their yield in 1901-2 
was only 1,450,000, ;£'38,ooo less than in the preceding year. 
The export duty on coal during the year that it has been in 
force produced ;^’i,3i4,ooo. The duty on corn is estimated 
to yield £2,550,000, and, if the expectation is realised, will 
rank fifth in order of productiveness. The pre.sent situation 
of the English customs tariff is of peculiar interest. Before 
the iccent changes it seemed quite possible that the normal 
growth of revenue and the accompanying extension of 
direct ta.xation would have allowed of the removal of the 
tea duty, together with the smaller imposts on coffee, cocoa 
and dried fruits. The customs would thus have been limited 
as the excise is to taxation of intoxicating drinks and 
tobacco. At pre.sent the most prominent consideration is 
whether there will be a further extension of indirect 
ta.xation or a return to the simpler tariff of the end of the 
19th century.' 

As regards the particular objects of charge, the chief 
difference from the exci.se lies in the fact that certain 
exclusively foreign products are taxed. Tea, coffee, figs, 
raisins, currants, and wine are not British products, a 
position that fiscal regulations have also given to tobacco. 
Hence these commodities are contributories to the customs 
only. Beer and spirits come under both departments. 
An important development in fiscal expedients has led to 
what is practically a connexion between the two branches. 
The bonding or warehousing .system, by which goods can 
bo landed, and stored free of <luty, if they are placed under 
official control, is extensively used, and is now available in 

^ Import duties on timber and petroleum have been suggested by Sir R. 
Giffen as a^substitute for part of the income tax {Timfs, January lo, 1902). 
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several inland towns, with the result that customs .and 
excise become practically intermingled. Of the advantage 
of this concession it is needless to speak, but it is found 
rather difficult to extend it as far as traders desire, owing 
to the extra cost that it causes.^ At all events, the 
sacrifice imposed on traders and on the community is 
minimised by this means, especially when the very small 
number of dutiable articles is taken into consideration. 

§ 4. France, on the whole, shows a greater difference 
from England in customs {douanes) than in internal taxa¬ 
tion. Not only are the dutiable articles much more 
numerous, but the aim of gaining revenue has never been 
the sole end in view. To reach the position of England, an 
entire recasting of the tariff would be necessary. All the 
points in which reform was carried out in the latter 
country remain for treatment. Food, raw materials, and 
manufactures arc all subject to import duties, often high in 
amount. The development of this system can be traced 
from the sixteenth century, but its most striking period 
was under the administration of Colbert (1661-1683), 
when the old export and transit dues were diminished 
and the import ones, especially those on manufactures, in¬ 
creased. The whole customs system was, however, affected 
by the absence of unity, the internal duties between the 
different provinces being just as heavy, and far more in¬ 
jurious to trade. These obstacles were finally removed by 
the Revolution, and the reform tariff of 1791, which is the 
basis of the present structure, was established.^ Unfortu¬ 
nately the liberal provisions of this measure were not 
continued in subsequent legislation. From the outbreak 
of war in 1792 to i860, political rather than financial con¬ 
siderations governed the framing of tariffs in France. 

The more liberal policy introduced by the Cobden Tre.aty 

■ On the Ijonding system, cp. Cliffe Leslie, Financial Reform, 199, 214-6. 

’ Lor Colbert, see Claniageran, ii. 599-697 ; also Sargent, Fcohomic Rolic) 
of Colbert. For the internal customs, Slourin, i. 470 sq., and for theJarilTof 
1791, ib. ii. 61-75. 
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(i860) prevailed for some twenty years. Under it both 
revenue and protective duties were lowered and the total 
yield was less.'^ From ^<(6,000,000 in 1859, the net customs 
revenue fell to ;^4,88o,ooo in 1869, but this, as Lcroy- 
Beaulieu has shown, was due to the reduction in the duties 
on coffee and sugar. After the Franco-German war (1870-1) 
the need of revenue made the imposition of heavier taxation 
imperative. This coupled with the growth of protectionist 
sentiment led to the denunciation of the treaties of 
commerce and the re-establishment of corn duties in 1881 
(increased in 1888 and 1891), and a general increase in 
dutie.s. The customs revenue rose in 1872 to ;f6,ooo,ooo, 
in 1880 to ;fi3,36o,ooo, in 1885 to 15,440,000.® The 
effect of the latest adjustments in the tariff are exhibited 
in the yield for 1892, which exceeded 18,000,000. The 
highest point was attained in 1898, when the customs and 
salt duty almost reached .1^20,000,000. The returns for 
1900 show a decline to the yield of 1892. 

One result of this system is the comparatively small 
amount of revenue received. Contrasted with the English 
sy.stem, where for many years a revenue of .£^20,000,000 was 
qbtained without any direct pressure on the necessaries of 
life, or the raw materials of industry, the highest yield of 
the Frevich customs has not reached ;£20,000,000, though 
the list of dutiable articles is a long one. Nor does the French 
customs revenue possess the expansive power of the English 
one, as proved in the great increase of the last year (1901-2). 
The smaller return may be partially due to the lower 
standard of living in France, the difficulties of supervision, 
and the different position of taxed products, e.£^. wine and 
tobacco are taxed solely by the customs in England. But 
the full explanation is to be found in the unproductive 
character of so many of the articles taxed. Thus, out of a 
total yield of £'13,400,000 in 1887, but six articles produced 
more than £500,000 each, and they made up £9,800,000 
or nearly three-fourths of the total. All the remaining 
goods' produced only £3,600,000 or £400,000 less than 

• Lctoy-Bskulieu, i. 614. ' /.«. including the salt duty. 
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the single item of coffee. The same feature api^e.-trs in 
1900. Out of the total of 8,000,000 only three articles — 
coffee, petroleum, wine—contributed more khan £1,000,000 
each, and their yield came to £7,700,000, or over 42 per cent. 
Only six others yielded (nore than £500,000 each. Thus 
the duty on nine comrnoditic.s came to £ 1 2 , 500 , 0 (X>, or 
almost 70 per cent.' Even of the jiroductive duties many 
are seriously inconvenient, especially those on coal and 
timber. The corn duty, in aildition to its protective 
operation, is very uncertain in yield, var> iiig from 
£3,750,000 in 1894 to £668,000 in 1900. It is ejuite 
evident that the revenue is really supported from a small 
number of commodities, and [irimarily from coffee, which 
su[)plied £4,280,000 in 1893, and £5,050,000 in 1899. The 
duties do, it is true, bring in smne revenue, .'ind thus hel|) to 
make the budget balance, but only at an e.xcessive cost—- 
a reform of the direct ta.xes and readjustment of the more 
productive duties would be the liest cour.se. 

The absence of any due relation between the customs 
and the internal taxes is a further blot from the financial 
point of view. An import duty, uncompensated by an 
equal charge on the corresfionding native product, causes a 
diversion of demand that is unprofitable both to the State 
and the consumers. Regarding such a method ac—what 
it really is—a bounty on home production, we can see how 
an unnece-ssary cost is incurred through the system. More 
particularly is this true of the duties on raw materials, such 
as the various yarns, and on machinery and implements. 
Tljough such taxe.s have little direct financial significance 

* The following figures are more precise : — 


Coffee 

(ooo’s oinitlcd). 
. 4 , 7^4 

Petroleum 

. 1,520 

Wine ... 

. 1,468 

Sugar 

. 97 *'^ 

Salt. 

. 966 

Cocoa ... 

-■ . 732 

Timlier ... 

. 716 

Coal ... 

. 700 

Com 

. 66« 
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they do much to dry up the source of all taxation by 
retarding the development of industry and the growth of 
commerce. U^hile, then, the French customs system could 
hardly be as productive as the English with its duties on tea, 
tobacco, wine, and foreign spirits, it might yield a satisfac¬ 
tory contribution of at least ;Ci 2,000,000, or probably more, 
by duties concentrated on a small number of commodities 
and this revenue would further be steadily increasing, as the 
relief to industry from the other remissions came to operate.' 

§ 5. The Italian customs .system, with its comparatively 
brief history, shows the same faults and illustrates the .same 
general principles as the French one. From less than * 
£2,^00,000 in 1865, the return rose to £11,000,000 in 
1889 -90, but this increase, which was due to the imposition 
of much higher rates of duty, pressing heavily on raw 
materials and necessaries, has not been maintained. In 
1893-4 it sank to ;if8,800,000, the highest point since reached 
being ;Cio,400, 000 in 1895-6, and again in 1900-1. The really 
productive articles are few in number. In 1883 sugar, 
mineral oils, and coffee contributed more than half (53 per 
cent.) of the total, or ;£3,200,000 out of £6,000,000. One 
important contributory in later years has been the corn duty, 
which yielded ,^2,550,000 in 1895-6, and nearly ;f3,000,000 
in 190C-I. Like the similar French duty, and for the same 
reason, it varies much from year to year, falling to under 
;fi, 100,000 in 1898-9. The customs revenue has br-en 
kept up to its present point only by very severe pressure 
on the consumers generally, which, it should be said, is in 
keeping with the general character of Italian taxation. 
Reform therefore is not so ea.sy as it would be in France; 
the high duties bring in a much-needed revenue, and re¬ 
missions of taxation are not likely to be compensated by 
rapid recovery through increased consumption.^ 


* On the French customs, see Leroy-Beaulieu, i. 612-31 ; Wagner, iii, 
784*834, and Erganzungshefty 124-34. 

* O.i the history of the Italian customs, see the elaborate study by Alessio, 

ii. 346-452* 
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The German system is specially interesting as sin^ply- 
ing one of the best possible examples of the gradual 
absorption of smaller customs areas in a common unity. 
The conditions of the German States, each with distinct 
custom-houses that were .so many obstructions to trade, led 
the wiser financiers to promote the establishment of fi.scal 
unions between the States. Thc.se efforts brought about 
the series of agreements by which the Zollvcrctu, or 
customs union, including Prussia, Bavaria, Wiirtemberg, 
Saxony, Baden, and most of the smaller territories, was 
created, and which was the forerunner of political union. 
The immediate effect of the removal of internal restrictions 
was an increa.se in customs receii>t.s, and a reduction of the 
proportionate cost of collection by one-half. 1 he moderate 
rates of duty, deriveil from the Prussian tariff of 1818, 
assisted this expansion, which was hardly checked by some 
partial protectionist movements. 

The customs union when transformed into the German 
empire at first continued its moderate financial system, and 
even (1873) made further reductions. But the need of 
revenue and the stronger protectionist sentiment brought 
about a much higher scale of duties in the tariff of 1879. 
That this important measure incrca.sed the receipts is 
indisputable; from .^5,700,000 in 1878 they,rose to 
1,750,000 in 1885, to nearly 19,000,000 in 1890, to 
.^20,750,000 in 1895, and reached /;^25,250,000 in 1900. 
Whether the mode ado|)tcd was the best one is not so 
clear. The corn duties, as in P'rance and Italy, press on the 
Working class, and, owing to the large home production, arc 
decidedly uneconomic. The cattle duties have not even 
the advantage of yielding revenue. Still more objection¬ 
able are the taxes on wood, iron, and machinery in con¬ 
sequence of their effects on industry. 

The limitation of the productive articles to a small 
number is, as we saw, also found in Germany. If corn, 
petroleum, and coffee were rtmoved from the tariff, more 
than half of the revenue would disappear; and it is more 
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than probable that a reform of the duties on these articles, 
accompanied by an adjustment of the inland taxes on 
commodities, vould allow of a great curtailment, if not an 
entire removal, of the remaining items.^ 

The tariff systems of Austria-Hungary, Russia, and the 
United States are even more remarkable for their subordina¬ 
tion of financial to political objects. Under the influence of 
a protectionist policy the revenue duties on tea, coffee, and 
sugar have in the last-named country been either abolished 
or cut down to a very low amount, while the duties on raw 
materials and manufactures are many and high. There is 
no ap[)roach to equality between the internal taxation and 
the customs tariff; on the contrary, the duties are design¬ 
edly fixed .so as to give a preference to native producers.^ 

§ 6. The broad result of an examination of the customs 
systems of different countries is to indicate that financial 
operations are greatly hindered, and their effectiveness 
diminished, by the intrusion of politico-economic objects. 
We may indeed conveniently divide import duties into two 
classes: (l) the small number that contribute to the 
revenue in a satisfactory way, and (2) the far larger 
pumber that only provide income as it were incidentally. 
The protective duties of modern societies are in fact often 
rather a mode of expenditure than of revenue, since by the 
increased cost of collection that they make requisite, and 
by their indirect efforts on the financial duties, they take 
more from the Exchequer than they bring in to it. The 
line is not always clearly drawn ; the same duty may be at 
once revenue and protective, as in the case of the French 
and German corn duties; but this situation really indicates 
cither that the protection given is ineffectual, or that a 
great deal of the tax is wasted by the virtual bounty given 
to the home producers. Whatever view we may take of the 

' For the founding of the Zollvetein, see Roscher, § 102 ; also his Geschichie, 
ch. 34, and ,for the present German customs, Cohn, §§ 404-10; Wagner, iv. 
655-66, 767-70. 

“ Foff the American tariffs sec Taussig, Tariff History of tht United States^ 
where, however, financial considerations are not made prominent. 
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wisdom of a protective policy, we must allow that it gicans 
a certain outlay on the part of the State by the sacrifice of 
what would otherwise have i^one to increa;^ the revenue. 

Another noticeable feature is the great prominence of 
import duties. Transit dues have been completely aban¬ 
doned,* and export duties have a very subordinate place. 
They do not exist in France, (lermany, or the United 
States, and until *^110 a(lo|)lion of the ex|K)il duty on coal 
by Great Britain in 1901, might be said to have been 
confined to countries at a lower stage, lhazil has a pro¬ 
ductive duty on the export of coffee, as Chile has on 
nitrates, but India takes the foremost position with its 
opium and rice duties. The English coal duty, with its 
yield of ill,300,000, must come next in order. Some of 
the English colonies also levy duties on the export of their 
staple product, sugar in the case (rf the West Indian 
lsland.s.* But these exceptional ca.scs only tend to confirm 
the rule that under modern conditions imports arc the mo.st 
effective objects of taxation. Nor is it hard to see the 
reasons that have made them (deferred. The excise 
taxation of commodities almost necessarily carries with it 
the use of corresponding duties on im[)(jrt.s, ami some 
imported articles are very suitable objects for im])osition. 
Hence their employment for revenue purposes. The desire 
to encourage native industry' accounts for the duties on 
many articles that are very decidedly unfit to be ta.xed, and 
especially for the u.se of import duties with respect to them. 
We may indeed trace a general movement by which the 
^ansit duty has been abandoned, and the once prevailing 
export taxes reduced to insignificance, while the import 
tax comes to the front. 

^ The Indian transit dutics-the most important of which was that on 
Cashmere wool (lO per cent.) —were ahulishctl by Mr. Janies Wilson ; set* liis 
Financial Statement (i860), 22. Kut part of the opium revenue is really a 
transit charge on the drug from the native Slates. , 

® The Indian opium duty—partly moijopoly, partly transit —yielded 84,500,000 
rupees in 1880-I, but the estimate for 1899-1900 was only 66,ooo,c#o rupees, 
the Brazilian coffee duty gave ;^i,8oo,ooo in 1889. 
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Tlvere is a further movement in respect to the customs 
system that is deserving of notice, viz. its extension over, or 
application to, v'ider areas. The case of Germany has been 
mentioned, but France in the last century, Italy in the 
present one, and even the United Kingdom are additional 
instances.^ The latc.st example is the federation of the 
Australian Colonies into a single Commonwealth with a 
unified customs system in 1901. It is highly probable that 
further advances will be made in this respect. Proposals 
for customs unions of the British limpirc, of Central Elurope 
and of all the American nations, however they may differ 
in practicability, are all signs of the times, and show the 
direction in which movement will be made. To understand 
the real meaning of this tendency it is well to reassert a 
point previously noticed, viz. that financially considered, 
customs duties are but one form of the taxation of com¬ 
modities, and that therefore the formation of a customs 
union is pro tanto, the substitution of excise for customs. 
How far this method can be carried at present is not easily 
determinable, but it may be suggested that ultimately the 
boundary duties on imports will share the fate of those on 
tlip export and transit trades. The taxation of goods at 
the frontier, in spite of the improvements in the mechanism 
of collection, is a serious obstruction to trade, especially 
under modern conditions in which rapidity and despatch 
are of such great importance. Just as the town octrois 
would be intolerable in England or America, so it may 
come to pass that a customs line between England and 
France will be too inconvenient to be endured. For the 
immediate future, however, the customs system must remain 
as a necessary element in the taxation of commodities that 
the heavy outlay of modern States makes indispensable. 

§ 7. The problem of incidence—always a difficult one— 
is especially involved in the case of taxation of foreign 

r The English customs system was ei^tended to Scotland in 1707, but not to 
Ireland till 1825, when the Union duties were repealed. At present the 
Channel Islands are outside it, and the Isle of Man is under speeial regulations. 
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trade. The various parties affected and the very compli¬ 
cated conditions that govern the cour.se of unimpeded 
trade, must be taken into account before; a full interpre¬ 
tation can be given ; it is, beside.s, hard to obtain confirm¬ 
ation or correction of the results of deductive reasoning by 
appeal to statistics, as they do not throw much light on the 
really obscure parts of the subject. 

To begin with the most primitive form. Who pays the 
cost of a transit duty ? According to Adam Smith ‘ duties 
of this kind are paid altogether by foreigners, and, perhajis, 
are the only duties that one .State can impose on the 
subjects of another, without obstructing in any respect the 
industry or commerce of its own.’ ^ The loss must, he 
suppo.scs, fall on the sending or the receiving country. 
This view, however, needs qualification. A transit duty 
will force trade to take another direction, or if this is 
impossible will reduce its volume, and thereby injuriously 
affect the transport industry and the enlnpol business.^ 
For example, a transit duty in Belgium would be disastrous 
to the railways of that comitry and to the position of 
.Antwerp as an international warehouse. If wc recognise 
that a transit duty is an im|)ort tax without a drawback^on 
export, we sec at once that it is unadvisable for the same 
rca.sons that have led to the universal adoption.of draw¬ 
backs. 

The export duty is, generally siicaking, open to similar 
objections. As employed in mcdia;val times, it was 
designed partly to tax tho.se foreigners who used the staple 
product of the Country, and partly as an impost on the 
producers, or owners of natural agents. It is evident that 
the incidence of the tax will vary according to the position 
of the article taxed. That the home traders will try to 
raise the price is certain, but their success in this endeavour 
will depend on (i) the extent to which outside competition 

• 

* Wealth of Nations^ 

® The abolition of the Indian transit dues was for the object of simulating 
through trade. Wilson, ut sup. 22. 
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is possible, and (2) the need that foreigners have for the 
article. Where several sources of supply exist, the effect of 
taxing one of them will be to turn demand to the others, 
and where increased price checks demand, it tends to 
bring about a fall. Thus it may be said that, in most cases, 
an export duty is chiefly paid by the country that imposes 
it. Unless the country has a complete monopoly of the 
product, and the foreign demand remains unaffected by a 
rise of price, the whole burden cannot be transferred to the 
consumers. This case i.s, it need not be .said, rarely found,' 
but any approximation to it will partly pass the tax to the 
foreign consumers. Still as a practical result, the bulk of 
the duty falls immediately on the producers of the taxed 
product, though it may be .shifted by them to the owners 
of land, skilled labour, or fixed capital cancerned in the 
business. A large number of export duties might even by 
diminishing foreign trade lower the rates of wages and 
interest generally. 

The effects of an import duty have to be judged on the 
same principles. The usual incidence will be on the con¬ 
sumers of the commodity, but where no other market 
is, open to the foreign producer, and where any in¬ 
crease of price arrests demand, the burden of the tax 
will be transferred to the producing country, with of 
course the same ulterior effects as those found in re¬ 
spect to export duties. It is also true that such a case 
is hardly in existence. The foreign producer has other 
markets, and demand is not often so sensitive; besides 
there is always the possibility of transferring labour and 
capital to other employments, should the pressure be 
sufficiently severe." 

' Wool in mediaeval Kngland and opium in India at present have I>cen 
suggested as examples, but the latter is undoubtedly open to some competition. 
The newly imposed coal duly has given rise to much discussion on this point. 
Mine owners, lessees, colliers, shippers, foreign consumers, and the home con¬ 
sumers of imported commodities liavc each and all been put forward as the 
real bearers of the tax. Cp. Jevons, Coal Question, 337. 

* For further discussion of this complicated question, see Nicholson. 
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The preceding considerations suggest that it is po^ible, 
in some instances, to place the weight of taxation on 
foreigners, and thus to levy what is substaijtially a tribute 
from them ; but they also show that the probability of 
success in any design of the kind is very slight. It is 
further to be noticed that it is through revenue duties only 
that any advant.agc of the kind can be gained ; a protective 
duty, if effective, brings in little or no revenue. That such 
duties are injurious to foreign countries is, we believe, 
unquestionable, but they arc as certainly not advantageous 
to the revenue of the nation that imposes them. The corn 
duties of France and Germany may perhaps somewhat 
reduce the demand for Russian and American corn, and 
thus lower the price obtained by those countries, just as 
the English tea duty may have in part been jitiid by the 
Chinese ; but in the former instance a corresponding ex¬ 
cise duty on corn, if practicable, would add far more to 
the revenue with, on the whole, less sacrifice.' 

A study of the question of incidence in relation to 
customs duties, therefore, leads to the conclusion, that while 
their real operation i.s often complicated and rlilTicult to 
follow, the main burden falls on the country that imposes 
them, and that it can hardly ever ho[)e, even if it should 
so desire, to shift any substantial part of its tax,ation to 
another nation or nations. On the whole the duties on 
imports must be regarded in common with the excise, and, 
where it exists, state inono[)oly, as one part of the system 
for taxing the consumption of wealth. 

iii. 342-9; Scligman, Incidi'iue^ 300-304; Edgcworlh, Krottomic 
Journal^ iv. 39-48; I^aslable, Inleniatiottal I'nuicy no 24, and lU ili. Assoc. 
Report^ 1889, 440-48, alsoqi. Bk. iii. ch. 5. 

^ For the corn lintics, Wagner, ii. 359, 367 ; Conrad, art. ‘ J..andwirlhsclKift * 
in Schonberg, ii. 247-260; for lea, Senior, Pol. Ec, 1S4. 
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TAXES ON COMMUNICATIONS AND ACTS 

§ I. When considering the system of taxation, we recog¬ 
nised that, in addition to the primary taxes levied on the 
income of the contributors and those secondary imposts 
affecting thh consumption of commodities, there remained 
a large group of charges not to be placed under either 
category. Communications, transfers of property, inherit¬ 
ances and legal transactions have all been made to supply 
a part of the State’s revenue.* The principles on which 
this part of the tax-system should be based, and the justi¬ 
fication for its employment, have also been briefly noticed ; 
bgt there can be no doubt that very different elements have 
assisted in its establishment. There is, first, the close 
resemblance of some of the objects taxed to commodities. 
A charge on transport is very like a duty on goods trans¬ 
ported, and the same close connexion exists in such cases 
as the advertisement and newspaper ta.xes : they might be 
called ‘ taxes on quasi-commodities.’ Another contributing 
agency is the ‘ fee ’ system. Some of the taxes on acts are 
but extensions of fees paid for. services rendered. Land 
transfers and other judicial acts require the intervention of 
state officials, for whose services a charge may fairly be 
made, and these payments are easily developed into taxes. 
In like manner, the economic receipts from public industry 
or possessions may, through the use of monopoly, be carried 
to a point at which they become in part taxation. Older 
> See Bk. iii. cb. I, §§ II, 12; ch. 4, S 10. 
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perhaps than any of the foregoing is the effect of the 
sovereign’s prerogative rights. The general power over the 
subject’s property, whether expressed in tly; feudal forms, 
or in the older idea of dominium eminens, issued in duties 
on the transmission of possessions from the dead to the 
living, as well as in the case of transfers inter vivos. The 
fact that all these elements have contributed towards the 
creation of the taxys under consideration, and supply the 
historical interpretation of their existence, docs not in the 
least affect the positions that at pre.sent the true legal 
ground of such charges is to be found in the legislative 
power of the State, .and that their financial justification 
depends on the place they hold in the tax-.systein. A valid 
defence can be only based on their being conducive to the 
ends of economy, equity, and productiveness, anti it was in 
that light that we admitted their legitimacy under present 
conditions. 

§ 2. The first of the sub-classes in this p.art of the tax 
system is that levied on communic.ations and transport. 
The most conspicuous part of the revenue derived by the 
State from this source has been alre.ady considered in 
connexion with the industrial domain. Post offices and 
railways are apparently contributors to the economic rather 
than to the tax revenue. Nevertheless, it is pos^sible to 
find in some cases a tax clement in such receipts. The 
net earnings of the P'nglish Post Office are declared to 
be for 1901-2 1^3,999,000, and of this amount, the far 
greater part, perhaps the whole, is obtained from corre¬ 
spondence. The rates for circulars and newspaiiers are not 
fixed on a profitable scale. It therefore follows that the 
excess of postal revenue over expenditure is a tax on 
ordinary and commercial letter-writers, but one of a very 
moderate nature, though it is not c.asy to estimjite the 
check that a penny, as against a halfpenny, rate gives to 
trade.* Regarded as a tax diffused over the comjnunity, it 

^ See llie discussion in ATemoranda oit Imideuie [C. 9528] as to th^ nature 
of the postal revenue, and cp. sufira^ Book ii. ch. 3, § 9. 
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is on J:he whole defensible, though the tendency to insist that 
the postal profits shall be devoted to improving the service 
is already becoming more pronounced. That England, 
with its dense population and high industrial development, 
is very favourably situated for cheap postal working is 
undoubtedly true. Other countries have very little postal 
surplus to deal with; their difficulty rather consists in 
keeping up sufficient receipts to balance expenditure. 

The Prussian state railways have been in an analogous 
position to the English Post Office. Such high net receipts 
as they have obtained could hardly be due to superior 
management: they rather suggest unduly high rates or 
inefficient railway service, and in the latter respect there 
appears to be reason for complaint.* A slight reduction in 
train service or delay in delivery of goods may reduce the 
cost of working, but proves very expensive and inconvenient 
for traders. P'or reasons stated before,** it is not likely that 
taxation of this kind will continue. The railway service, 
when under public man.agcment, will usually tend to be 
worked at such rates as will simply cover its cost. 

In countries where the railway system is left to private 
enterpri.se the question of taxation takes a different form. 
The companies appear as the possessors of land, buildings, 
and rolljng stock, as well as the recipients of income, and 
they ii.c. their shareholders) will naturally be taxed for 
both general and local purposes. Thus the English local 
rates and the income tax apply to them. Many American 
States employ a special corporation tax on railroads. But 
these charges can hardly be regarded as falling on transport, 
though the last mentioned has in some degree that effect. 
Nearer to our present subject are the English passenger 
duty and the French taxes on the transport of goods and 
pas.senf^s. The former, which is a kind of descendant of 
the duty on stage coaches, used to consist of five per cent, 
of the gross receipts from passengers, but by a scries of 

^ See Foxwoll and FatrcT, Express I'xitns^ Il8 sq. 

* lik. ii. ch. 3, §§ 14, 19. 
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abatements and exemptions its yield has been lovvered’from 
/^&iO,ooo to £;i^o,ooo, or more than half. The French 
taxes imposed after the war of 1871 have? been removed 
from goods of slow carriage, but are still levied on express 
goods at five per cent., and on passengers at a very high 
rate (over twenty-three per cent.). For 1901 the receipts 
came to ^^2,486,000, or about seven times the English one.s.* 
Several of the American state taxes on railways are based 
either on the net or gross earnings of the lines; the latter is 
plainly the English passenger tax in a more comprehensive 
form. 

The questions connected with the incidence of this kind of 
ta.xation are somewhat complex. At first it might ap|3car 
that the tax would simply be added to the jra.ssengcr fares 
or goods rates, and would therefore fall on the travellers, 
or in the case of goods on the dealers, and finally through 
them on the consumers. On the other haiifl, it has been 
pointed out that railway rates and fares are not fixed by 
cost of service, but, on the principle of all monopolies, so as 
to get the maximum net return. Conscciucntly, the rates 
being already at their highest profitable point will not bear> 
any further increase, and a tax on transport will be really 
a tax on railway dividends.'-^ The latter view, however, as¬ 
sumes too easily the absolute monopoly of railway business, 
and also that rates are in all ca.ses placed at the point of 
maximum profit. The legal, and still more the moral, 
limits on the power of railway managers cannot be ignored, 
and they would compel at least the sharing with the users 
of^he service of any gain obtained by the railways, as they 
would permit an increa.se in cases of new taxation. In 
countries where railway construction is still active, a tax 
as heavy as that in France would tend to check the opening 
of fresh lines, and therefore, in the shape of diminished 

* The tax on bicycles recently imposed in France may be regarded as a 
tax on transport, but it is perhaps more correct to place it under Hhe head of 
licences. , 

® Sidgwick, Pol. Ec. 574; P'awcett, Ptyl. Ec. 628-9. See for discutsion of 
some theoretical varieties Edgeworth, Economic Journal^ vii. 230-2. 

P P 
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railway accommodation, fall on the community. Every¬ 
where the hindrance to fresh outlay would have the same 
effect, but in a* less degree. Thus there is no reason to 
doubt that, with the high guaranteed dividends of the 
French railway companies, the tax on transport is shifted 
from them to the passengers and .senders of goods, and in 
all cases an indeterminate portion falls on them. Such a 
form of taxation is very undesirable; like a charge on 
correspondence, it acts in restraint of trade, both with 
respect to goods and to business passengers. Even in 
the case of travellers for pleasure it is an impost on one 
of the most effective means of improvement. If railway 
earnings are to bo taxed, it is better that they should be 
dealt with directly, cither by requiring a price for the 
concession or a portion of the dividends. To trust to the 
uncertain action of .shifting is not advisable where commer¬ 
cial interests may be seriously affected.^ 

The same conclusion may be extended to the treatment 
of telegrams and parcels. Unless on the ground of financial 
necessity, the effort to raise revenue from these factors of 
trade cannot be justified. The defence of letter-post 
taxation is to bo found in its general diffusion, and in the 
fact that it is hardly perceived. 

The .trc.atment of the press and advertising agencies in 
respect of taxation maybe next considered. Arising partly 
out of the system of control adopted by governments with 
respect to news, the taxation of newspapers by means of 
stamps was employed in England, France, and Prussia. 
Both the issues of newspapers and the advertisements in 
them were taxed. This impost was first established in 
England in 1712, at a moderate rate, but raised by degrees 
till, in 1815, it came to d,d. per .sheet, while the duty for 
each advertisement was 3J. 6 d. The latter was abolished 
* IVofessor Ely advocates taxation of gross receipts in order to escape 
evasion. 'I^axation^ 324. But where this danger exists a more thorough 
reform is wanted. Taxation of railways hy American States on this basis 
is particularly unsuitable owing to inter-state conii>elition. See Adams, 
Financef 458-62. 



CHAP. VIII TAXES ON COMMUNICATIONS 


579 


in 1853, and the new.spaper duty in 1855.' The Prifcsian 
tax was repealed in 1874, and the French one three years 
earlier. Austria, however, has retained tlicfduty on news¬ 
papers. 

The objections to such taxation are plain enough. To 
tax the press is to limit the diffusion of information and 
one of the means of popular education. It has the further 
defect of being very uneriual in its pressure, and at the 
same time being very likely to become uneconomical, as a 
tax on journals reduces their sale and lowers their qualit)’.'^ 
The advertisement duty was a direct check to trade, and 
prevented the growth of businesses relying on the custom 
of a large and scattered body of persons. These considera¬ 
tions, together with the small revenue from the duties— 
;{j500,000 at the highest (1815)—has made their repeal im¬ 
perative, unless in countries where [rolitical reasons make 
the control of the press desired. 

§ 3. We have more than once had occasion to refer to 
the employment of stamps as a part of the mechanism of 
taxation. A great many fees, the postal revenue, the 
Russian and American tobacco taxes, and the newspaper 
duty in England arc or were collected in this manner, it 
is, however, in connexion with the taxes on acts that the 
stamp form becomes jrarticularly prominent. So much is 
this the ca.sc that ‘stamps’ in England and the ' linibre’ in 
France arc actually treated as distinct hea<l,s of revenue.'' 
It is therefore important to stale i)lainly that there is 
no separate stamp tax as such. The term merely denotes 
th.at the mode of collecting the taxes is by the use of 
stamps. This particular fiscal contrivance—first introduced 
in Holland in 1624—is peculiarly suited for levying ta.xe.s 

* Dowell, iv. 338-47. 

* Cp. Mill’s judgment, ‘ A tax on newspapers is olijectionable, not so •nuch 

where it does fall as where it does not,’ Principles, Bk. v. ch. 5, § 2. But 
does not a tax ‘ fall ’ where it is privative ? • 

* See the heads of revenue in the anniu^ Statistical Abstracts, where ‘ .stamps' 

take a place beside ‘ customs ’ and ‘ excise.* • 


p r 2 
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on acts or commercial dealings, and is on that account 
regarded as being their special feature. Modern European 
taxation uses !t extensively, and sometimes combines it 
with the older method of registration at a public office. 
The great convenience of the stamp system results from the 
facilities that it gives for proportioning taxation to value. 
By grading the prices of the necessary stamps, the tax on 
any act or transfer can be adjusted to the amount dealt in, 
and the formalities are made easier and less cumbersome. 

This system of stamp duties—as following English usage 
we may call it—covers a very wide field and is growing 
in favour. Extensions to fresh business forms, particularly 
in connexion with Stock Exchange transactions, have been 
carried out both in England and Germany, and higher rates 
are probable in the future. The chief groups into which 
the .system may be divided are:—(i) Taxes on law pro¬ 
ceedings and juridical acts; (2) those on the ordinary 
commercial instruments, on stocks, shares, etc.; (3) taxes 
on the sale of property, especially immovables ; and (4) 
taxes on gratuitous transfers, including the large and im¬ 
portant body of duties on successions after death. This 
airangement is in some respects open to criticism, for com¬ 
mercial transactions involve transfers of property, and suc¬ 
cession duties have certain points of difference from gifts, but 
it is convenient as supplying an outline of the classes of 
objects taxed, and need not be regarded as logically exact. 

§ 4. The taxation of law proceedings is a development 
of the fees charged for judicial services. So far as the 
charge is merely a recompense for the actual expense that 
the proceedings cause, it may best be looked on as a fee, 
but if it is raised to a higher point in order to cover some 
of the general expenses of justice, it is rather special 
taxation levied on the class of litigants for the extra 
advantages it enjoys. Certain classes of the com¬ 
munity make greater use of the tribunals, and such tax- 
atiorj' compels them to contribute a part of the expense 
incurred for their use. More careful consideration shows 
the error of applying the rule of particular interest in this 
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way. The administration of justice is a general interest 
that affects rich and poor, litigants and non-litigants 
alike. A tax on legal process is a hinclraiKC to the use of 
the tribunals, i.e. an obstacle to obtaining legal remedies. 
The arguments of Bentham on this point have never been 
refuted,* and it seems that the true cour.se is to reduce 
the necessary fees to the lowest point, unless in the 
exceptional case of commercial courts, where a small 
contribution towards the permanent expense may [lerhaps 
be allowable. Nevertheless, most legal systems do, in 
effect, tax litigants. The English charges, so far as direct 
receipts are concerned, hardly exceed the level of fees, 
but there is a good deal of unnecessary cost in the 
methods of procedure that is burdensome to the parties 
and not productive of revenue to the State. France is 
in somewhat the same position ; its strictly tax receipts 
are probably somewhat less than those obtained in Eng¬ 
land.'* The German fees from the courts of justice also 
contain a tax element. The Prussian net receipts from this 
source were about ;£^i,750,000 in 1868 ; ;C2,300,000 in 1894-5, 
and over ;f2,500,000 in 1897-8, though the part inclusion of 
non-contentious fees makes precise statement difficult. Tjie 
intrusion of taxation into this part of administration should 
be carefully watched, which is most effectively /ilone by 
revising the scale of fees at short intervals. 

Taxation of juridical acts is open to objection, as in most 
cases they are necessary for the assertion of claims or 
rights, and graduation in proportion to value is hardly 
pj)ssible. It is, besides, unwise to put pressure on the 
poorer classes in connexion with what is so conspicuous 
a part of state action. The fee principle is the one really 
applicable to such cases, unless a measure of value can 
be found, when a proportional scale at a moderate rate 
may be used, if financial necessities require it. The method 
of stamps enables this policy to be carried out at the 
lowest cost, and with on the whole the least evasion.^ 

* Theory of Legislation, 140 ; cp. Bk. i. ch. 3, § a. 

* Cp. Bk. ii. ch. 4, § 8. 
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Ths duties on juridical acts are not quite clearly separated 
from those on what we have called commercial transac¬ 
tions. The simplest relation between parties’ has its legal 
side; the giving of a receipt or the transfer of a share may 
be said to be an act of law, but ,in the great majority of 
cases this aspect of the transaction passes without notice, 
and the economic process attracts chief attention. Deal¬ 
ings in bills of exchaiige, bills of lading, shares, or stock, 
in the various forms that the modern money market 
presents, may be regarded as equally suitable objects 
for taxation with ordinary income, or the use of com¬ 
modities. They have also the advantage, as it is thought, 
of falling on the circulation of wealth, and therefore corre¬ 
sponding to and supplementing the duties on the other 
departments of the economic process. Some recent advo¬ 
cates have discovered another useful function in that they 
are mainly levied on the gains from speculation {Conjunctur- 
gewinn), which, as being ‘ unearned,’ arc evidently a fit 
subject for taxation ; while, finally, they present to the 
practical financier the pleasing prospect of a tolerable 
revenue without the social and technical difficulties that 
the taxation of income and commodities gives rise to. 

The objections are, however, not to be lightly treated. 
All such duties are, it must be said, to some extent 
obstructive of trade. A tax on the formation of companies 
is so far a check to their establishment. Duties on the 
transfer of shares tend to keep capital from that particular 
form of investment, and to make these evidences of owner¬ 
ship less mobile. Even a small tax on cheques is a limit 
to the extension of banking, and a receipt duty is a charge 
on the evidence of an important class of transactions in 
which everybody is sure to be concerned. High rates arc 
in fact an inducement to evasion, or to entire neglect of 
the requisite formalities, and therefore often cause injustice 
where claims are disputed. The problem raised by this 
part of the tax-system is, on'the one hand, to avoid undue 
pressure on the circulation and transference of wealth, and, 
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on the other, to derive sufficient revenue to mal<*; the 
maintenance of the duties justifiable. From this point 
of view the English method seems thebe.st*-viz. tluit which 
raises a large revenue from low dutie.s, and escajies un¬ 
necessary discrimination and complication by uniform 
rates, or at most a small number of scalc.s. Great elabora¬ 
tion and minute distinctions between different classes of 
acts are productive of far more inconvenience to the tax¬ 
payers than of revenue to the State. Where, however, 
ad valorem rates can be easily applied, it is iiossible to 
combine simplicity and proportionality to value.* 

One particular class of duties, that on the transfer of 
property, and especially on land and fixed capital, or, in 
legal language, ‘ immovables,’ gives rise to still greater 
doubt and question. Heavy taxation on transfer has the 
effect of lowering the value of the articles subject to it, and 
prevents their ready passage from one owner to another. 

In the case of such important comnuxlities as land and 
buildings, any result of the kind is detrimental to economic 
progress. One of the agents of production is hindered 
from reaching the possession of those who could best u.se 
it, and the total production of the country is less than, it 
would otherwise be. High duties on land transfer are 
therefore forbidden by the strongest financial and economic 
reasons, viz. the injury they indict on the national wealth, 
and by consequence on the [lublic revenue. Fees suffi¬ 
cient to cover the cost of the legal machinery needed for 
transfer are legitimate, and where revenue is urgently re¬ 
quired, a modcra’te transfer duty may be employed, just 
as, under like conditions, raw materials may be subject to 
excise or customs duties. 

On the whole, then, it seems that the [ilacc of taxation 
on acts, whether by stamps or other machinery, is a sub- • 
ordinate one. It cannot wi.sely be used to collect as large 

• 

' Both in France and Germany popular fcclinj; is strongly in favour of an 
extension of ‘ Bourse taxation,* as shown by the French law of i^^^and the 
German legislation of 1894 and 1900. 
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a revenue as either the primary taxes on income and 
property or the duties on consumption. A very wealthy 
community with large commercial transactions may be 
able to bear the levying of a toll on them, provided that it 
is kept within due bounds. The yield of the penny duties 
in England may be taken as an illustration, but it must at 
the same time be remembered that any injudiciousness 
in the imposition will cause a loss to the trading com¬ 
munity, not easily {)erceived, but none the less present and 
real.‘ 

§ 5. The regular history of the English stamp duties 
commences after the Revolution. By the Stamp Act 
(1694), duties varying from ul. to 40J. were impo-sed on 
legal instruments, which were grouped in six clasSe.s, and 
each sheet'of a document was separately taxed. Twenty 
years later some of the rates were graded in proportion to 
the value affected, and the duties were increased. Several 
other increases were made as financial necessities demanded, 
and the yield of the duties was larger.* Bills of exchange 
and promissory notes were brought under taxation in 1782, 
and receipts in the next year. Fresh increases followed 
in the time of the great war, and a great many complicated 
rates were established, until in 1815 the total yield was 
;^2,8oo,00O, of which £1,100,000 came from bills, notes, 
and receipts. Some reductions and improvements were 
made in 1850, and the penny receipt duty was introduced 
by Mr. Gladstone in 1853. The further progress consisted 
in a wider use of the system of low duties, a closer ap¬ 
proximation to ad valorem charges in the variable duties, 

^ Some of the * penny ’ duties devised by Mr. Gladstone erred in this respect; 
e.g. that on packages, justific<1 by its author for statistical reasons. Financial 
Statements^ i6i, 295. The French statistical duties have the same defect. 
Ixjroy-Beaulicu, i. 617. 

* The following are the figvires for selected years :— 


17U 

. £i\T,Qoa 

1727 

. . 160,000 

17G0 

290,000 

1778 

. •' . 442,000 


Dowell, iii. 290* l. 
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and an extension to the new forms of documents and 

• 

transactions that modern commerce had developed. The 
last-mentioned movement is hardly concluded, though 
recent legislation has left little to be done in the future, 
except in the task of removing anomalies. The yield 
from these different forms is now 500,000 annually, of 
which about Z^700,000 is received from bills and promissory 
notes, nearly 1,500,000 from the penny duties,' and 
about ;t3,0oo,ooo from the ta.xes on deeds, sales, and 
securities. 

The French .system is older than the corresponding 
English one. The duties at present known as envegistre- 
ment and timbre can be traced back to a series of dues 
existing under the monarchy.- I’his was one of the forms 
of taxation that were in substance ])rescrved by the Con¬ 
stituent Assembly, for though it abolished the old names, 
it retained the regulations under the new title ‘ enregistre- 
inentl and dealt with the two comprehensive classes of 
‘acts’ and ‘transfers of property,’ including under these 
heads gifts and successions after rleath. I’arallel with it 
were the stamp duties—first used in France in 1C65 — 
which were reformed in 1791. The field covered by this 
system is even more comprehensive than the English one. 
Transactions of all kinds are brought within the net of 
taxation by elaborate and complicated regulations. The 
legislation of the revolutionary period, which at first was 
ineffective, owing to bad administration, became more pro¬ 
ductive as settled conditions were re.stored. The duties of 
rfgistration were-separated into ‘fixed’ and ‘proportional,’ 
to which, since 1872, an intermediate class known as 
‘graduated’ duties has been added. These groups, as their 
several designations show, consist respectively of uniform, 
of ad valorem, and of classified rates. In the corresponding 

* tn 1881 the postage and revenue penny stamps were cmnliined, so that the 
exact receipt of the latter is now a matter of calculation. 

* These charges were known as cotilrdle, insinuation, and untihnt denier. 
The stamp duty was known as the formule. 
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stamp system, the charges depend, either on the size of the 
document {timbre de dimension), or on the value dealt 
with, and for the former a scale is prescribed. Cheques, 
receipts, insurance policies, and other negotiable in¬ 
struments of very varied kinds are brought under this 
charge. 

As a result, the yield of the duties has been a growing 
one. In 1800 the tdtal receipts were less than ;^2,8oo,ooo. 
By 1816 they came to;^J5,200,000, and in i830to ;£'7,28o,ooo. 
In i860 they reached ;^’i4,5oo,ooo, and had in 1890 risen 
to over ;^^28,000,000.' Their yield in 1901 e.xceeded 
;^29,ooo,ooo. Out of this amount successions (which 
belong to the subject of the next chapter) and donations 
contributed £(),ooo,ooo, and the duties on land-transfer over 
;fS,250,000/‘ 

So great an increase—tenfold in ninety years, and nearly 
twofold between 1830 and i860, and again between the 
latter year and 1890—is due to three distinct causes, viz. 
(i) the normal growth of wealth and transactions respecting 
it; (2) the extension of the duties to new cases; and (3) 
the establishment of higher rates ; and, so far as the stamp 
dijties are concerned, the effect of each has been about 
equal. There seems to be little doubt that in many cases 
the rates are far too highand the regulations too com plicated. 

> Stourm, i. 442-3, 468-9; I,eioy-Beaulieu, i. 528, 533. 

• The following figures give the x<i^\x\io(\.\\Qenn^istreiitenl’Aw^timbre[ox 1901. 

£ (ooo’s oniilted). 


Transfers for value (movables) . 2,8S6 

,, ,, (immovables). 5*258 

Gifts . 932 

Successions after death. 8,000 

Other duties (including fees) . 5.400 

Stamp duties (fixed) . 5,000 

»» (proportional). 2,0(X> 

The Bourse tax . 246 


From this total the succession duties have to be deducted, and allowance has to 
be made for.the element of fees under the * other duties.’ Ades civils et 
administralifs amount to 000,000, Actes judiciaires to ;^96o,ooo. Probably 
onc-halfi of these sums should be regarded as ‘fees,’ the other half as 
taxation* 
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Especially in the case of land-transfer is the first cjpfect 
noticeable. The duties directly imposed on sale are nearly 
7 per cent., and with the .stam|)s and fees tlie total charj^c 
is over lO per cent.— i.e. where land scll.s for thirty ycar.s’ 
purchase it amounts to at least three years’ income. 
Such a rate is open to the severest condemnation as 
tending to immobilise the most important form of pnj- 
perty and thereby to reduce the productive power of the 
community. 

The influence of French financial legislation on neigh¬ 
bouring countries has been considerable, and nowhere more 
than in Italy. The duties on transactions in that country 
have been formed on the same general lines as the fitirgistrc- 
Hicnt and timbre, and at first increased even more rapidly 
in their returns. From .£■ i ,.400,000 in 1862 tf?cy rose to 
;^'3,6 oo, 000 in 1875, and advanced steadily until in 1887 8 
they amounted to ,^5,500,000, at which point they have 
since remained, while the succession duties, which were only 
;^28 o, 000 in 1862, had become 1,000,000 in 1876 and 
,^1,470,000 in 1887-8. Enlarged territory, higher rates of 
duty, and greater stringency in collection were the chief 
reasons for this growth of revenue. , 

Neither registration nor stamp duties have acajuired as 
much financial importance in the German States. The 
transfer of land is not heavily burdened, and the metho<ls 
of registration arc devised for the convenience of the parties 
concerned. The succession duties arc as yet confined to 
the separate States, but an imperial system of taxes on 
commercial affairs' has been established. Bills of exchange, 
shares, credit instruments, and commercial transactions have 
thus been by degrees brought under moderate taxation, 
and developed by a series of measures in 1881, 1885, 1894, 
and lastly 1900. The stamp duty on ‘exchange’ yielded 
;^500,000 in 1900. The more important ‘ Bourse tax ’ in¬ 
creased from £7^,0,000 in 1885 to £1,7,00,000 ia 1890 and 
to £2,700,000 in 1895- The*yield in 1900 was a little less 
than in 1895. 



$88 PUBLIC FINANCE book IV^ 

The revenue obtained is very much below the English, 
French, or Italian receipts. 

§ 6. The actual operation of the duties on transactions 
is not always capable of being precisely estimated, and in 
regard to some of the classes the question of incidence 
has given rise to much dispute. Very often a transaction 
has reference to some material commodity, and then a duty , 
on it may plausibly be assimilated with, an ordinary tax on 
commodities, and the same principles applied to its investi¬ 
gation. To levy a charge on transactions connected with 
production is, so far, an increase in the expen.ses of produc¬ 
tion that the producer and dealer will endeavour to shift 
to the consumer. In most of the taxes on receipts and 
bills the burden, falling as it does on trade as a whole, may 
be regarded as a tax on business gains. Whether any of it 
will be represented in higher prices to the consumers will 
depend on the extent to which the burden is unequally 
imposed, but under actual conditions this effect is not 
very likely to be experienced. The duties are too small 
a proportion of the total cost to have any influence on 
prices. 

Where transfers of property are taxed the problem 
becomes more difificult, and there is room for doubt as to 
the real incidence of the charge. From one point of view 
it may be held that the purchaser, like the consumer of 
commodities, will in the long run bear the burden, and 
that therefore the price of land or shares would rise in pro¬ 
portion to the tax. Another view? represented by Adam 
Smith and J. S. Mill, assumes that in transactions with 
respect to land the seller is the more necessitous, and 
has, therefore, to reduce his price by the amount of the tax.* 
For a somewhat different reason this way of regarding the 
matter may be extended. Forms of property are purchased 
for the income that they yield, but the effect of a tax, so 
far as it is paid by the buyer, is to lower the return 

* ‘ Taxes upon the sales of land fell altogether upon the seller.’ Wtaith of 
Nations, 364; cp. Mill, Principles, Bk. v. ch. { I. 
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obtained, and besides to make the principal less saleable 
in the future. It might accordingly be supposed that pur¬ 
chasers would take all these elements inU> account, and 
place the whole weight of the present and future charges 
on the actual holders. The tax on transfer would in fact 
resemble a fi.xed tax on the object sold, such as the per¬ 
manent land tax. There is, on the whole, good reason for 
believing that the hicidence is divided between buyer and 
seller; the former gets less than he would receive if there 
were no tax, the latter pays more than he would on the 
same supposition,* and some persons keep out of dealing 
on account of the tax. 

Wheje bills of exchange and commercial instruments, 
as stocks and shares, arc affected, another result may be 
found. Taxation will tend to drive away floafing capital 
from the countries in which it is imposed. A heavy ta.x on 
transactions in the London money market would be so far 
an inducement to shift them to another country. On this 
ground it is very undesirable to tax international stocks at 
higher rates than exist elsewhere. The utmost care is 
needed in limiting this form of taxation so as to avoid 
injurious action on capital. 

> Suppose, for example, that a jiroperty, which free of duty would .sol) for 
;^io,000, is subject to 10 per cent, on transfer. If tlie whole {‘A% fell on the 
seller he would only get ;^9,ooo, if it all fell on the l)uycr he would pay 

1,000. Is it not plain that if an exchange is to take place the probability is 
that there will be a division of tlic tax ? When there are many transactions the 
less eager buyers and sellers will withdraw, and there will lie fewer dealings at 
a higher price, the tax included. Sec Ikihin-lkiwerk, Positive Theory of Capital 
(Kng. traii5.}t 203-13, Jbr the theoretical basis of this position. 
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TAXES ON SUCCESSIONS 1 

§ I. One large and productive form of taxation which 
actual legislation often combines with tlie transfer and 
stamp duties, but which is of such increasing importance 
as to requicp separate treatment, must now be considered. 
This is no other than the duties imposed on succession to 
property after death—in well-known English phraseology 
the ‘ death duties,’ but also often described as inheritance 
taxes. Though such charges are undoubtedly levied on 
the transfer of property, and arc usually—in part at least— 
collected by means of stamps, they yet pos.sess peculiar 
features that mark them off from the imposts discussed in 
the preceding chapter. In the first place, the}' are not the 
result of ordinary commercial ojierations, and differ even 
from gifts in the circumstance that they arc, in a sense, 
forced or compulsory. Again, the incidence of the duty is 
di.stinct from that in the case of ordinary exchanges, while, 
most .significant of all, they amount to, and indeed are by 
some deemed to be, the best mode of carrying out a general 
tax on property. All these characteristics fully justify us in 
devoting some space to an examination of the growth and 
operation of the various taxes on succe-ssions. 

The origin of these duties may be traced to the claim of 

* See on the whole question of succession duties the careful monograph by 
Dr. Max West entitled The Inheritance Tax ; A. Garelli, Ulmposta Sue- 
cessoria ; and ’Schanr, * Studien zur Geschichte und Theorie der Erbschafts- 
steuer,’ Finam Archiv, xvii, 1-62, xviii.’ 553-678. 
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the ruler to take posse.ssion of good.s that had no owner, or 
with even greater probabilitj' to the feudal dues th.at were 
payable to the lord at each change of tcijancy.' But in 
any case the full establishment of the State made the 
employment of any form of taxation possible. Recent 
discoveries have revealed the existence of an inheritance 
tax in Egypt under the Ptolemies and it may be of even 
older date.- Almo.'j.t at the establishment of the Empire in 
Rome, we find the policy of death duties adopted by 
Augustus, who imposed a five per cent, tax on the inherit¬ 
ances of all Roman citizens except those p.aasing to very 
near relatives,^ a charge which extended with the widening 
of citizenship until it came in the third century to include 
all freemen. Modern .States, more particularly in recent 
years, have largely developed the system with '.cry varied 
scales and grades of duty, so that it has come to be almost 
universally regarded as an essential constituent in any well- 
arranged scheme of finance, and seems to be equally 
approved by popular sentiment and by the larger part of 
scientific opinion.* In spite of this weight of authoiity, 
both theoretical and practical, the difficulties to be 
encountered are by no means trivial and arc such as^to 
deserve attentive consideration. 

tj 2. Succession duties first of all possess the grave 
economic fault of tending to fall on capital or accumulated 
wealth rather than on income ; they therefore may retard 
progress. The force of this objection no doubt varies 
greatly with the economic position of the society and the 
habits of the people, but it is, nevertheless, always more or 
less in operation. The distinction between capital and 

' Cp. lik. ii. ch. 4, § 6. The ‘relief’ or ‘heriol’ was the commonest of 
the feudal dues. 

® See the material collected i» Wilckon Gricchischc Ostraka. 

3 Tills was the vicesima hcredilatumy wliich underwent several clianj;es 
until it was abolished in the sixth century. ^ . 

See tlie long list given by West, U2, n. 2. Some of the names might 
have been omiUe<l as of little weight, atid others, e.y. Leroy-Iieaulieu, are lliose 
of very lukewarm supporters. 
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revenue is' not indeed so rigid as Ricardo seems to have 
supposed, and there is some transference of taxation 
between these two categories of wealth.^ But this in no 
wise invalidates the proposition that the levy of duties 
directly on capital tends to reduce the amount of that aid 
to production. To take a part from a given mass of wealth 
at the moment of acquisition leads the new possessor to 
look on the remainder as all that ever existed.* How far 
evil will actually result depends on the extent to which the 
accumulation of wealth has become automatic, and also 
largely on the amount of the duties levied. By placing 
succession duties at a sufficiently high point the process of 
saving would be stopped even in the most thrifty of 
modern countries. There is, therefore, a pressing need for 
observing due limits in the rates of charge in order to avoid 
such a danger.* 

A second and more strictly financial difficulty arises from 
the risk of evasion that high duties are likely to cause. 
Unless gifts and sales are taxed at the same rates as 
inheritances there is a strong inducement to resort to 
transfers inter vivos, or special legal devices by which the 
liability to duty would be escaped. Here, again, the social 
and economic conditions are important. The disposition to 
avoid taxation even by legal means varies in different 
countries, and so do the forms of property to be dealt with. 
Thus the great increase of immaterial wealth, much of it 


* Cp. Bk. iii. ch. 2, § 5, and Bk. v. ch. 5, § 9, for recognition of this fact. 
Professor Marshall declares that ‘ the old objection to taxes on inheritances 
that they ate paid out of capital . . . seems to me to have great force still,’ 
Memoranda, [C. 9528], 123. 

* It is therefore impossible to accept Dr. West’s statement, that ’Whether 
a tax is paid out of capital or income depends not on the form of the tax but 
upon its amount and the time allowed for payment ’ (Inheritance Tax, 119), 
unless we reduce the antithesis between the terms so opposed almost to vanish¬ 
ing point. The mete ‘ name ’ of a tax has of course no effect. 

* The strongest body of sentiment in favour of high succession duties is that 
which regards'them as an agency for reducing large fortunes, and thus bringing 
about a better distribution of wealth. In Bentham’s language such persons 
desire to sacrifice ' security ’ to ‘ equality.’ 
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of an international character, that has taken place in the last 
fifty years, supplies readier means of evasion shoul 3 the 
possessors desire to use them. The attcmijt to guard the 
succession duties by a comprehensive taxation of all trans¬ 
fers is too obstructive to trade and commerce to be lightly 
adopted, but in case of difficulty it seems the only effectual 
mode. 

So far as the smaller successions arc affected, heavy, 
taxation is objectionable in another way, inasmuch as it 
often pres.ses very hardly on the payers at a time of need. 
This applies more particularly to inheritances by wives and 
children, but even in the case of collaterals it is sometimes 
a grievance. The dissolution of a hou.schold is a time of 
special demands, and the claim of the .State may violate 
that canon of convenience which should govern, the appli¬ 
cation of every form of taxation. 

All these circumstances tend to support the proiwsition 
that duties on inheritances should not he carried beyond a 
moderate limit. There is hardly any form of taxation that 
would be more injurious in its ultimate effects, while at the 
same time the evils produced by it may not for a long time 
be attrj^uted to their real cause. 

3. The true |3lac< of the succession duties in a developed 
tax system has given ri.se to much debate, and been the 
occasion for the promulgation of many ingenious fheories.* 
We might choose between the application of the protection 
or quid pro quo theory, by which taxes on inheritances are 
merely the compensation of the State for the trouble of 
securing the aue. devolution of property, the essentially 
opposite one which regards the public power as a bandit 
levying the highest charges possible on those estates which 
have fallen into its hands, and the connected theory of the 
State as the rightful successor to all property, a portion of 

* See West, 114-19, for a list of the different theories, also .Seligman, 
JSssaySf 122-33, w!)o holds that the tax is one on * accidental innnnc/ Schanz 
{Fiftam Afc/iiv, xv'm. 172-6), after reviewing the earlier iheoiiKs, bases this 
form of taxation on {a) the increase of ^hility in the payer, (/^} the justice of 
heavier taxation on property, (c) the power of the Stale to limit inhcriicnce. 

Q Q 
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whicji it graciously surrenders to those who claim by will or 
the ordinary rules of distribution in the case of intestacy. But 
to those who have followed the exposition of principles con¬ 
tained in earlier chapters, none of these one-sided doctrines 
will appear even plausible. Taxation on transfers after 
death is but one part of a general system designed to pro¬ 
vide the funds needed for the maintenance of the State. It 
must conform to the general canons that govern the tax 
system, and it should be adjusted to the other component 
parts with which it has to make an harmonious whole. 
Assuming thatwc have a rule of distribution, the burden of 
succession duties should be so adjusted as, together with 
other taxes, to secure its observance.^ From this point of 
view the chief difficulty with the succession duties is their 
necessarily'irregular levy. Human life is uncertain in its 
duration, and, as Gladstone once asserted with his wonted 
impressiveness, ‘ no man can die more than once.’ ^ Taking 
the average, however, we find that a fairly constant pro¬ 
portion of ])roperty passes annually by death, and we 
are thus led to regard the death duties as a capitalised 
income-tax levied only on accumulated wealth, and sparing 
those comparatively temporary parts of income that result 
from personal exertion.® So regarded, they may be progres- 

Mt is ingeniously sugqjcslcd by Sidgwick Ibat inherilance taxes are ‘quite 
anti therefore outside the rules for distributing general taxation. 
Sue liis Poli/ifal Economy, 577 *9, and 7 W///V.f, 176-7. Hut this view over¬ 
looks the close connexion between property and income, and also that between 
the successors and those from whom they inlierit. 

® Financial Statements, 62. 

* The system of insurance so extensively advertised by British insurance com¬ 
panies to meet the estate duty of 1S94 indicates very plainly that this is Vhe 
essential character of the tax. This view is adversely criticised by Scligman 
{Essays, 132), on the grounds that (rt) if the existing system {i.e. without the 
inheritance tax) does reach the living taxpayer, there is the injustice of double 
taxation ; {h) if it does not reach him, there is inequality between persons dying 
at different ages. To which it may be rejoined that (<i) it is because the exist¬ 
ing system only partially reaches the tax^rayer that the inherilance lax is intro¬ 
duced ; and {b) tliivt there is inefjuality in the case of persons dying at different 
ages, but this, like other inequalities, is hardly avoidable without incurring 
greater evils. Westlake recognises ‘ the fact that death duties may be regarded 
as capitalised income tax/ {Economic Journal, ix. 372), and holds that tliis view 
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sive as to their rate on the larger inheritances without losing 
the features that we have just described, and they may even 
be looked on as a partial realisation of the*taxation of one 
form of accidental or unmerited advantage. Whether they 
should be employed in this way, or for the furtherance of 
any wider social ends, such as the better distribution of 
wealth, is a question, not of public finance, but of economic 
policy, though it may be said that the result of mixing up 
social and financial aims is not beneficial.* 

§ 4. As apijlied in practice, the many taxes on succession 
present at first sight a bewildering variety tliat makes it 
almost impossible to regard them as being the outcome of 
scientific or administrative foresight, or indeed anything 
else than the result of temporary convenience or fiscal 
necessity. Closer investigation reveals the fact that they 
have been usually graduated on two different principles, 
viz. (l) that near relations should pay less than remote ones 
or total strangers, and (2) the later idea that large succes¬ 
sions should p.ay a higher rate of duty than small ones, or 
progression in the usual sense. The former, v hich is found 
in nearly every system, rests on very old ami long estab¬ 
lished Sentiments. The feeling that the wife and children 
arc, in a sense, joint-owners of the deceased’s property, 
or at least have the best moral claim to succeed to»it, is still 
powerful.’* There is, besides, the already noticed fact that 
the death of the owner is a time when special outlay is 
required, so that heavy taxation would invf)lvc .sacrifice and 
cause much irritation, and it would, moreover, form the 
strongest stimulus to efforts at evasion. Hence the com- 

is in accordance wiili the principle of the British system. Lord Milner also 
declares, ‘I regard the death duty as cquivalLMit to an extra income tax on 
property.' ‘Comniis.sion on Agricultural l.)c[>rcssion,’ Eviikme^ iv. 478 a. 

1 Cp. Bk. iii. ch. 3, § 17. 

^ Cp. the Roman rule as to disherison of children, justified by the jurist 
Paulus on the ground that there was a sort of co-partnership between the father 
and the children. See Pliny’s remarks as to the viuuma het etiiiiiium, which 
was ‘ tributuin toUrabile et facile hercdibits exlrancis, domesthis grave^ since it 
was levied on goods ^ quaeque ntinquam tit aliena et s/>eraiida, sechut .r//a 
stmperque tossesia cepissent* Paneg. yj. 


Q Q 2 
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plete,agreement as to the principle of lower rates in the case 
of successions by near kin, with at the same time very great 
differences in the allowances actually made in different 
financial systems. 

Of much greater interest at present is the principle of 
progression. as applied to succession * duties. We have 
already considered the general question,' but, as in the case 
of the income tax, some special points afe best noticed here. 
The hope of promoting a better division of wealth has led 
some opponents of progression to approve of its use in this 
case.® Some of the technical difficulties that make progres¬ 
sion unsuitable in the case of the income tax are not found 
here. A return of the total wealth of the deceased must in 
any case be made, so that the assessment of the duties is 
comparati\fely easy. The executor or administrator through 
whose hand the property passes is, besides, often not in¬ 
terested at all,or very slightly, in evading the duty. Other 
difficulties no doubt remain. Consideration has to be given 
to the effect of high duties on the minds and habits of those 
who are the accumulators of great stores of wealth. They 
may be influenced to reduce their savings to the injury of 
the society, or they may employ the various means of 
evasion that their legal advisers or their own ingenuity may 
suggest.. But behind any actual scale of progression lies 
the unavoidable danger of arbitrary extension in the future. 
There is as yet no limiting principle discovered which will 
determine up to what point progrc.ssive death duties shall 
be carried, and at which their advance should cease. 
Appeals to the supposed natural rights of owners, or to the 
equally imaginary rights of the State, can supply no solution 
of this problem.® 

* Bk. iii. ch. 3, §§ 6, 7, 8. 

* E.g. J. S. Mill, who declares that * The principle of graduation . . . seems 
to me both just and e-\pcdient as applied to legacy and inheritance duties.’ 
PrindpUs, Bk. v. ch. 2, § 3. 

* Tlie only scientific bases for progressive succession duties would be (<*) the 
establishment of the regressiveness of other taxes, so that in this case a duly 
calculated progression would restore proportionality, and the proof of the 
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§ 5. The history of the English death duties beginc with 
the Stamp Act (1694), which placed 5r. on probates over 
£>20. This uniform charge—doubled foflr years later— 
continued till 1779, when three scales of duty were intro¬ 
duced. The usual process of increase was carried on, and 
the ad valorem principle was reached by gradual appro.xi- 
mation in 1889. After that date the duty stood at three 
per cent., imposed on all probates and letters of adminis¬ 
tration. The old arrangement by which a maximum duty 
was fixed at a certain [wint* disappeared, and very small 
estates—those under ;^'loo and .6300—rec\;ived si)ecial 
allowances. This direct charge on the estate was protecterl 
by the, account duty—devised by Gladstone in 1881 — 
which was introduced to check evasions, and applied to 
gifts made within a year of death. Tho.se duties did not 
include real or settled property! and they therefore failed in 
comprehensiveness. 

The legacy duty, first imposed in 1780, developed in the 
“ same way. Though a charge on the receiver of the Irequest, 
it is, like the income tax, in many cases to be paid from the 
source, that is the estate, and deducted in the payment. 
Unlike the old probate duty with its practically uniform 
scale, or the new progressive estate duty, it varies according 
to degree of relationship, and does not, since i889,ai)(dy to 
descendants. Its highest point, ten per cent., is reserved 
for strangers and very distant relatives. 

The parallel tax on realty and settled personalty, the suc¬ 
cession duty, only dates from 1853. Pitt had failed to estab¬ 
lish a tax of the kind in 1796, and it was with great difficulty 
that the budget plan of 1853 was carried. It amounted to an 

justice of progression on an assigned scale over the whole tax system. It was 
on the former ground that Lord Goschen defended his estate duly of one ^ 
per cent, on estates over ;^io,ooo. He declared that ‘ On the whole, I tliink 
it will be found that the men whose fortunes are considerable are those who 
pay the least in proportion to their ^gregate income.* Bydget S[)cech, 
April iS, 1889. 

^ This limit was raised from /^S.ooo to j^io,c>oo, then to ^100,00®, next to 
;^^00,000, and lastly, in 1815, to ;^i,ooo,ooo. It was abandoned in 1859. 
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extension of the legacy duty to successions hitherto exempt.^ 
This undoubtedly just proceeding failed at first to ac¬ 
complish what <was expected ; instead of the estimated 
£2,000,000, its average yield has been about £joo,ooo, or, 
roughly speaking, one-third of what was anticipated. The 
great number of lineal successions and the exemption of 
debts from the duty explain this failure. 

Another and, as it proved, very temporary addition to 
this group of taxes was the estate duty of 1889, which was 
a supplement of one per cent, to the probate and succession 
duties when the property exceeded ;]Cl0,000.“ 

The system of death duties as it thus stood in 1889 was 
extremely complex, and presented some striking anomalies.’ 
The separation of real and personal property, and the 
favourable t-.eatment given to the former,'* appeared at first 
sight a gross injustice. Plausible reasons, and especially 
the alleged heavy local taxation of land, might be jrut 
forward in mitigation, but the striking fact of inequality 
remained untouched. Settled person.alty also, and with less - 
justification, escaped its proper share of the death duties, 
with the natural result of encouraging the tying-up of pro- 
I)erty, and thereby producing economic and financial loss. 
There was, too, an unnecessary amount of complication in 
the number of duties and in the minute distinctions drawn 
as to the different interests in property. These defects led 
to a very general recognition of the need for simplification 
and amendment, a task which was attempted, and in part 
achieved, by the Finance Act of 1894. 

§ 6. This important and carefully conceived measure 
dealt with most of the points that we have indicated above. 

> ‘We propose to alter the law and ... to extend the legacy duty to all 
successions whatever.* Gladstone, Financial Statements^ 62. 

* Kor the history of the English death duties, see Dowell, iii. 124-140. 

• See for a lucid but one-sided statement of these anomalies Lord Farrer’s 
Mr. Goschen's Finance y 117 sq. ; also A Handbook to the Death Dutiesy by 
Messrs. Buxton and Barnes. 

^ Real property paid no prol)ate duty; succession duty on it was not due 
for a year after death; it could be paid by eight instalments, and it was calcu* 
laled on the successor’s life interest only, not on the full value. 
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For the probate or account duty, applicable to unsettled 
personal property only, it substituted a new and atl-cm- 
bracing charge (which also includerl the esjate rluty of one 
per cent, established five years before), to be imposed on 
‘all property, real or personal, settled or unsettled,’ and thus 
at a stroke removed the e.xemptions complained of, while 
reducing the number of duties. A second sweeping change 
was the valuation of real on the same basis as personal 
property, a provision which extends to the assessment of 
succession duty, if the successor is ‘ com|)etent to dispose of’ 
the property. Intcre.sts in real property will therefore be 
charged at their full commercial value, and the privileges as 
to time of payment arc curtailed. .Settled property passing 
at cleadi also comes under charge, and contributes to swell 
the aggregate amount of the estate. Settlements are in 
addition subjected to a penalljicharge of one per cent, over 
and above the estate duty on their transfer. 

So far the changes have been in accordance with the 
principles admitted by all students of the subject, but the 
next alteration is of a more (luestionable character. The 
imposition of duty on the several forms of property 
making up an estate is accompanierl by their ‘aggregation,’ 
a process essential for the ascertainment of the rate of 
estate duty, since it varies with the aggregate amount, 
beginning at one per cent, and ranging up to cigirt per cent, 
in the ca.se of millionaires.* This is a direct introduction 
of progression into one part of the tax .system, and the 
advocates of the measure have approved of it chiefly on 
that ground. W.e need not reconsider the ve.xed question 
of progression, but it may be noticed that the effort to 


* The scale of duties is given in the following table 
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apply it is the cause of most of the technical difficulties 
surrounding the measure. The elaborate forms of account 
to be furnished'' by the executor are necessitated by the 
principle of aggregation. The sum of property ‘ passing 
on the death’ is a vital element in the assessment of the 
duty. The comparatively small amount of ;^i,ooo added 
to an estate of .£^1,000,000 would increase the duty ;^5,ooo. 
Hence the care and scrutiny required as- to the exact total. 
For the same reason the inclusion of property situated 
abroad becomes very desirable, but it cannot fail to raise 
difficult questions of ‘double taxation, which may even 
lead to international difficulties.’'- More .serious practically 
than either of the foregoing is the uncertainty thgt must 
attend a good deal of the taxation under this system. 
The rate of'duty payable by A may depend oft B’s being 
brought to account for his' portion of the estate, a pro¬ 
ceeding which may not take place for years. The older 
duties were sufficiently irksome, and often pressed hardly on 
innocent persons. Future experience will probably show 
a great increase of troubles in this respect. Another effect 
of the system of aggregation combined with progression, 
in the case of the larger estates, is to place a heavier 
burden on the receiver of the residue, even though this 
be of moderate amount. It is quite possible that the 
whole surplus might disappear under the action of the law, 
but to avoid this grievance it would be necessary to make 
the legacy and succession duties vary with the scale of the 
inheritance.'' 

The treatment of landed property, though on the whole 
in accordance with sound principles, is open to some 
question. Local rates and ta.xes are no inconsiderable 
items in the burdens on land, and some allowance should 
be made for their existence. Assessment on capital value, 
though theoretically fair, tends to fall heavily on an object 

' * As seems to have been the original design. Cp. the section of the Act, 
57-58 Viet. ch. 30, § 14, with clause 12 5 f the Bill as introduced. 

* On this point cp. Bk. iii. cb. 3, S 14. 
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which can only yield a small annual return. To ask at 
once the equivalent of three years’ income is distinctly 
contrary to the canon of convenience. It rfiight indeed be 
suggested that an annual tax on land equal in amount to 
the average death duties should be substituted for them, dr 
arrangements might be made for their commutation into 
such a charge at the owner’s option. At all events, it seems 
evident that the measure of 1894 has not succeeded in dealing 
with all the problems that death duties inevitably create.* 

§ 7. But whatever be the difficulties surrounding the 
future of the British death duties, there can be'no question 
as to theif value as a steadily growing branch of reveiiuc. 
The increase during the present century has been very large. 
Before the changes of 1894 the total return—including the 
amount allotted to local taxation—reached ni the year 
1891-2 the amount of .£^11,000,000. After a slight falling 
off in the three following years, the new maximum point 
of £'14,088,000 was reached in 1895-6. A loss of £125,000 
in 1896-7 was followed by an advance in the ne.xt three 
years to £18,473,000 in 1899-1900. The year 1900-1 only 
gave £17,090,000, but 1901-2 almost touched the highest 
point obtained with a yield of £18,398,000.'’ In spite^of 
occasional irregularities, the yield is at once fairly reliable 

• 

* One very difficult question is the relation of tlic death duties to local 
finance. Lord Goschen’s allocation of half the prolwle duty has heen 
continued under the present system, with the substitution of i J per cent, of the 
new estate duty. This substitution, however, alleretl the character of the 
charge, which ceased to be on jiersonal pnqierly (to which the ‘ probate* duly 
was confined), and insteaijl fell on all the ina.ss of wealth passing by sueces- 
siof). See * Local Taxation Conmussion,* P'inal Ncpoi I^ 114. 

* The growth of the total death duties is best seen by the dale at which each 
additional million was reached— 

Year. £ (ooo’s omitled). 

1813 . 

1828 2,117 

1850-7 . 3.121 

1805-6 . 4.303 

1871-2 . 5,360 

1876-7 .. . •.. 6,024 

1881 2 ... .. 7*249 
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and progressive ; so that this class of duties may take place 
with the income tax as an important contributory to the 
direct taxation rthat is needed to counterbalance the excise 
and customs. This very function makes it all the more 
necessary to avoid rash experiments that might impair the 
efficiency of this part of the tax system. 

§ 8. By means of the elaborate system of registration 
the French succession duties have been treated as a sub¬ 
division of the taxation on tranfers of property. This 
arrangement brings gifts inter vivos and successions after 
death undetia common system, which is convenient, owing 
to the characteristics of the Code Civil, but it presents the 
economic disadvantage of hampering the movement of 
property. Starting from 1790, the duties on succession 
were soindwhat increased by the measures of 1798, 1816, 
1832, and 1850, the lattef establishing the same rate of 
duty for ‘movable’ as for ‘immovable’ property (the 
former, contrary to the English rule, having been previously 
favoured). The Franco-German war made a general increase 
of 25 per cent, necessary; but with this addition, the 
scheme of succession duties continued unchanged to the 
end of tile nineteenth century. The charge on descendants 
was more moderate than in England, that between husband 
and wife somewhat higher. Brothers, sisters, uncles, and 
aunts paid over 8 per cent; complete strangers lij per 
cent. In the actual working of the system several 
grievances were created, for (1) inheritances were taxed on 
their gross, not their net, value, (2) no allowance was made 
for debts, (3) when property was divided into a usufruct, or 
‘ life interest,’ and a ‘ reversion,’ the life tenant paid ohe- 
half of the duty, the reversioner paying the full charge, while 

Year, £ (ccxi’s omitUd), 

18S7 8. 8,241 

1888-9 . 9,378 

1891 ‘2. 11,093 

189 . 9-6 . 14,088 

, 1897-8 .■■ ... . ... 15,327 

1899-1900 ... . 18,473 
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(4) land was estimated at twenty-five times its animal 
return for the purpose of the duty. 

These defects, together with the strong desire of advanced 
politicians to introduce a progressive scale of charges, led to 
a series of attempts to radically reconstruct the French 
succession duties. After a number of failures the budget 
law of 1901 provided for the recognition of net value as 
the basis of assessrpent (with certain e.xceptions), and also 
for the deduction of debt.s. It further divided the duty be¬ 
tween the usufructuary and the ‘ bare proprietor,’ according 
to definite rules. But the most important change—or at 
all events that which attracted most attention—was the 
revision of the scale of duties on a progressive basis. 
Under file new system, somewhat e.xtcnded in 1902, the 
duty varies with (l) the relationship, and (2) the total net 
value of the property received*by the successor, and in 
some cases goes as high as 20i per cent.^ The financial 
results of this change will be interesting as an illustration 
of the working of progressive ta.xation, especially if taken 

* The following tabic gives the scale of duties under the laws of I9*)i and 
1902 ; the latter introduced the progression on inheritances trxceetling 
It is instructive as showing the arbitrary way in which progressive taxation can 
be applied. Cp. Bk. iv. ch. 3, § 7, for this point. ^ 
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in comparison with those of the English Finance Act of 
1894, which was in part the model on which the French 
legislation is fihmed. 

But with all their defects the former French duties have 
proved a productive part of the revenue system. Their 
yield in 1891 exceeded ;^7,700,000, they rose to ;^8,400,000 
in 1892, with some fluctuations in intermediate years they 
advanced to ;t9,0OO,O0O in 1900, and stood at .^8,000,000 
in 1901. 

§ 9. The Italian succession duties resemble the French 
(as they cxi^ied previous to the recent change),but are rather 
higher on lineal successions, and a little lighter in other 
cases. Deduction of debts, if proved on good eviflence, is 
allowed. The receipts from this source increased from 
1,000,000 in 1876 to 1,470.000 in 1890-1. The yield in 
1900-1 was 1,590,000. 

Though the German States nearly all levy succession 
duties they are of a very moderate character. Descendants 
are generally exempt,^ and in Prussia ascendants as well as 
the husband or wife are also free. The highest point in 
most States is eight per cent. Alsace-Lorraine imposes 
nipe per cent, on strangers. Baden, Hamburg, Hesse, 
Lubeck, and Oldenburg go as far as ten per cent.'* The 
example of England and France will probably lead to an 
extension of these taxes, but proposals in this direction 
have as yet been decisively rejected by the legislatures. 

Switzerland was long remarkable as being the only con¬ 
tinental country possessing progressive succession duties. 
This feature, which is quite in accordance with the system 
of income and property taxes already described,’ only 
appears in cantonal taxation, and varies much from 
canton to canton. In some the duties are proportional and 
light, in others high and progressive. Thus in Uri a 

‘ 1 Hamburg, Lubeck, and Alsace-Lorraine are the only exceptions; the 

latter possesses a modified form of the French of 1870. 

* See the valuable tables in Finanz Anhiv, xviii. 679-695, 

* See Book iv. ch 4, §§ 2, 8. 
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stranger receiving ;f40,ocx> has to pay ;t30,cx)0 in duties. 
But, as' Schanz significantly remarks, ‘ so high a property 
is not found there.’ ^ , 

The Australasian colonies have signalised themselves 
by a very active employment of progressive death 
duties, reaching in some instances to 20 per cent.’® It 
should, however, be remembered that direct ta.vation 
generally has been very little developed in Australia, owing 
to the great preponderance of customs duties and to _thc 
large proportion of gross economic revenue.® 

§ 10. In the United States the inheritance tax has been 
chiefly developed in ‘ State ’ legislation. Beginning with 
taxes on collateral succe.ssions 'some legislatures have ad- 
vanced^o duties on direct successions, combined with pro¬ 
gressive rates. Thus New York impo.sed a ‘ direct’ tax of one 
per cent, on personal property aver $10,000, Ohio followed 
with a progressive tax on direct successions (which was 
declared to be unconstitutional), and a uniform tax on 
collaterals. The example so set has been followed by a 
number of States, Minnesota, Nebraska, Washington, and 
Utah being the latest cases of imitation. It is highly 

^ Finanz ArcAiv, xvHi. 637* For a fuller account of tlic fads respecting 
continental inheritance taxes .see, hcsifles tlic articles of Schanz, West, JuJllwi/- 
ance 7 a.v, ch. I. It is impossible to follow the many small changes in tlic 
various Slates. • 

® The first to draw public attention to these remarkable experiments was Sir 
C. Dilkc. Problems of Greater Ihitaitty 513-4. 

* The following table gives the proportional contribution of the (lifTercnl 
heads of revenue in the Australasian colonies for 1890 :— 


Colony. 

Customs. 

Other 

Taxation. 

Economic 

A'evenue. 

Total. 

New South Wales . 

19-88 

9-05 

71-07 

100 

New Zealand . 

30-50 


4S-34 

100 

Queensland. 

3 «'i 3 

7*02 

54-85 

KX) 

South Australia . 

2356 

7 * 3.3 

69-11 

100 

Tasmania . 

43 ' 4 ‘ 

16-53 

40-6 

100 

Victoria. 

30-27 

871 • 

61 02 

100 

Western Australia . 

44 *06 

5-28 

50-66 

100 


It thus appears that the yield from succession duties, whicli are only one 
part of the non-customs taxation, is ,very small. See 7 'he Victorian Year- 
Book (1892), i. 231. • 
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probable that nearly all the American States will adopt this 
tax in some form or other.' There are, however, difficulties 
to be encountered. The constitutions of some of the States, 
which declare that taxation must be ‘ uniform,’ prevent the 
employment of progressive or graduated rates.^ Then, 
the economic conditions are not favourable. The inter¬ 
state mobility of capital is so complete that the strict 
enforcement of a heavy progressive tax on successions, 
especially in the case of immaterial wealth, seems almost 
impo.ssible. Hence, at first sight, the conclusion appears 
justified that inheritance taxes are, on the analogy of the 
income tax, better suited for ‘ Federal ’ than for State 
administration. Competent opinion in America is, how¬ 
ever, agreed in approving of the attribution of the inherit¬ 
ance like the corporation tax to the States,^ and this judg¬ 
ment must be regarded as conclusive. 

The Federal Government has confined the use of the in¬ 
heritance to times of war. In 1898 a duty was laid on 
successions exceeding $10,000. Descendants, brothers and 
sisters, were taxed | per cent., for more distant degrees the 
rates increased up to 5 per cent. In regard to amount, suc¬ 
cessions over $25,000 paid one-half more ; those between 
$ l'00,000 and $500,000 paid double; the next cla.ss—those up 
to $1,000,000—paid two and one-half times ; finally in the 
case of successions over $1,000,000, the original tax was 
tripled. The validity of this law was questioned on the 
ground that as a ‘ direct ’ tax it was outside the competance 
of Congress; but it was upheld by the Supreme Court, to 
. the surprise of those who had followed the arguments pp 
the income tax cases.* 


• See Seligman, Essays, 133 n. for a list of Stales using the inheritance tax 
in 1895. On American state legislation, sec West, ch. 3. 

“ Minnesota amended its constitution to remove this obstruction. 

* This is the judgment of Professor Adams (Finance, 504, who, however, 
suggests a claim of the smaller local bodies). Professor Seligman (Folitical 
Science Quarterly, xiv. 139), and Professor Taussig (ib. xiv. 123). 

‘ Professor Adams, in discussing thd allocation of taxation, remarks, ‘ The 
Federal'Government would be excluded, because under the rule imposed by 
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On the whole it may pcrha[)s be said that, bearing in 
mind the peculiarities of the American Constitution and 
the actual economic conditions of the coimtry, the States 
are the best organs for levying the duties on successions, but 
this makes it all the more important that the dangers of 
the progressive system should be avoided, and that there 
should be inter-state agreements establishing similarity of 
rates, and providing for equal and reciprocal treatment 
where property in different States is concerned.‘ 

§ II. The problem of incidence might first be supposed 
not to arise at all in this connexion. ‘Taxes upon the 
transference of property from the dead to the living,’ said 
Adam Smith, ‘fall finally, as well as immediately, upon the 
pcr.sons*to whom the property is transferred.’^ But this 
view altogether neglects the ulterior effects ^yii the dis¬ 
tribution of wealth that the duties may bring about. If, as 
Ricardo argued, they fall mainly on capital, it is evident 
th.at the whole society suffers by less efficient production, 
and it is also probable that the higher value of the remain¬ 
ing capital will lead to a rise in interest and a consequent fall 
in wages. Hard as it may be to trace these results in any 
actual ca.se, yet, given the conditions, they must be in 
e.xistcnce. The pres.sure of existing death duties ^bn 
ca|)ital is not, however, .so clear. The English receipts of 
over 1 8 ,ckx),ooo, or the French of .^<S,ooo,(X>o, are but a 
small part of the annual savings (not more than 6 or 7 per 
cent.). Ivvcn if we sui)|«)se that the whole amount would 
be added to savings the ('ffect would not be important. 
This, however, could not hai)[)en, as an c(jual amount of 


the Constitution it cannot justly make use of direct taxation,’ Finance, 504. 
From the economic point of view this is correct, but it may lie questioned 
whether there is any justice in lliis interpretation of the constitutional rule. 
See W. H. Dunbar (Quarierly Journal of Economics, xv. 292-S) oti the lej;al 
question. It is interesting to notice that under either French or Cerinan law 
a succession duty is certainly ‘ indirect,’ 

t See the Ma.s5.achusetts Tax Commission (1897) Report, in wlticli a unifuim 
inheritance tax is recommended. Eefi/rt, 93-4. ^ 

* H'ealth of Nations, 364. 



6o8 4 PUBLIC ^^INANCE BOOK IV 

taxation would have to be imposed in other directions, 
and it would in some degree trench on capital.' 

On the wholp, we may best regard the succession duties 
as presenting a parallel to the income-tax. The latter 
withdraws annually for the .service of the State a portion of 
the new wealth created in the period ; the former operate 
in the same way, but at uncertain intervals, on the collec¬ 
tive wealth of the society. 

**See on this question the discussions in Memoranda on Incidence [C. 
9528], especially 88 (Courtney), 105 (Sidgwick), 133 (Edgeworth). 
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CHAPTER I 


INTRODUCTORY—STATE TREASURES 

§ I. The preceding books have been devoted to the con ¬ 
sideration of the various questions connected with public 
expendrture and revenue. VVe have seen that, under normal 
conditions, there ought to be a balance bctvvce.i these two 
sides of financial activity. Ouflay should not exceed in¬ 
come, or—and this is more often the way in which the case is 
presented—tax revenue ought to be kept up to the amount 
required to defray expenses. The financier, so far differing 
from the business manager, should not aim at a surplus, but 
neither should he allow a deficit. iCither is an indication 
of some defect in calculation or administrative .system. 

This general principle must, however, admit of modifica¬ 
tions. Temporary deficits and surpluses cannot be avoided. 
In the management of a largo financial organisation com¬ 
plete equalisation of receipts and expenditure could hardly 
ever be obtained, or, if it were, would be due to chance. The 
many different forms of c.xpenditure and the varying pro¬ 
ductiveness, both of the quasi-private and the tax revenue, 
forbid minute agreement. All that can be claimed is a sub¬ 
stantial approach to a balance in the two sides of the 
account. The safest rule for practice is that which lays 
down the expediency of estimating for a moderate surplus, 
by which the possibility of a deficit wilt be reduced to a 
minimum. 

The foregoing consideratiop would apply to any system 

R R 2 • 
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of fi/iance in its ordinary or usual state, but the difficulty 
of adjustment is much increased by the operation of what 
has been desclibed as extraordinary outlay.^ Occasions, 
as we saw, will from time to time arise, when it becomes 
necessary to spend large sums for particular objects. War 
and the execution of public works are the great causes 
of this sudden increase of expenditure, and the former is 
very hard to foresee and provide against. In any case 
it '."nay fairly be said that exceptional charges of the kind 
should not be altogether met out of current income. As 
the advantages realised are of indefinite duration, it seems 
fair that the charge should, in popular language, be spread 
over a number of years. Without at present criticising 
this doctrine, we may remark that the political conditions 
place limits—elastic ones, it is true—on the revenue-collect¬ 
ing powers of the administration, and that in practice there 
are only two expedients for meeting abnormal outlay, viz. 
either the modern method of incurring debt, or the older 
one of storing up treasure or other disposable wealth for 
the time of need. The absence of equilibrium in public 
finance must show itself in the creation of a surplus 

store of wealth, or in the formation of liabilities. In the 

< 

present chapter we shall therefore examine the policy 
of forming public treasures or other reserves, in order 
to provide for the necessities of. the State in times of 
emergency. 

§ 2. The system of public treasures can lay claim to a 
high antiquity. Thus the Athenians in the period imme¬ 
diately preceding the Peloponnesian war accumulated a 
sum of 9,700 talents, and at its outbreak had actually 6,000 
talents in store. Even earlier, the Persian sovereigns had 
collected the tribute of their provinces in the shape of con¬ 
tributions of the precious metals, large stocks of which fell 
into the hands of Alexander.^ The same policy of hoard- 

* Cp. Bk. i. ch. 8, §§ 1 sq. 

® Tl^ucydides, Bk. i. ch. 13; Grot'e, Hist. Greece^ xi. 498-500 ; Roscher, 

9 124, a. I. 
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ing was followed by the Romans. The stores of conqijcrcd 
sovetcigns were accumulated, and the special tax on 
the %nancipation of slaves was u.scd in the same way. 
Indeed, the possession of the treasury became a leading 
object of the rival parties in the civil wars that overthrew 
the Republic.* 

Like facts are noticeable in the medi.x-val period. One 
of the first objects of the successor to the Crown on the 
death of a king was to gain possession of the treasure. 
Both in England and France tlicre were several instances 
of this eagerness.- The treasure and tlic kingdom were 
regarded as .a joint possession, each being in accordance 
with the conceptions of the time, looked on as ccpially a 
form of property. This practice lasted in luigland till the 
time of Henry VIII., who speedily dissipated the savings 
of his prudent father. Henri I\^., w ho in this was guided 
by Sully, was the last French monarch who maintained a 
treasure.^ 

By the time of Adam Smith the practice had decayed ; 
he notes that the canton of Bern was the oidy Republic, 
as Pru.ssia was the only monarchy, that continued to keep 
a reserve.* The latter country has been remarkable in this 
respect. Thus Frederick William I. (1713 -1740), as (,iarlylc 
tells us, ‘Yearly made his own revenues, and his 4)eoplc’s 
along with them, and as the source of them, larger: and in 
all states of his revenue he had contrived to make his 
expenditure less than it; and yearly saved mas.scs of coin 
and “ deposited them in barrels in 'the cellars of his 
Sj/iloss." His successor, Frederick the Great (1740-1786), 
continued this system, and it affords a striking instance of 
the persistence of national policy when we find that the 
present German Empire follows what is virtually the same 
method. , 

§ 3. The reasons that induced so many States to accumu- 

• 

^ Roscher, op. cit. ; Merivale, Romans under ihe Empire^ h'. 169. 

^ Sinclair, Hist, of Revenue^ i. 76. * ® Wealth of Nafions^^'^^. 

♦ Ibid. * Frederick, i. 29c 
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late itreasiire are to be found in the conditions of society- 
existing at the time. A very rude community will ham no 
need of a store of money; weapons and provisions -flould 
be more useful in its case. The system of money dealings 
must have come into being before hoarding can be regarded 
as the duty of a wise sovereign. Once that point has been 
reached, the great convenience of having a stock of a univer¬ 
sally desired article on hand is too plain to be overlooked. 
The efficient maintenance of an army in the field depends 
in a great degree on the supply of what is so often called 
the ‘ sinews 'Of war.’ Cases are not unknown where expe¬ 
ditions failed altogether from want of this indispensable 
auxiliary. The superstitious reverence for the precious 
metals and the force of habit may partly account for the 
great treasures of ancient States ; but they owe their con¬ 
tinuance far more to their felt necessity. Where credit 
was undeveloped, and taxes were occasional and uncertain 
expedients, a State that had no treasure was in a dangerous 
situation, unprepared cither for attack or defence. The 
position of the sovereign in earlier times as a large pro¬ 
perty-holder was contributory to the same result. Lands, 
fofests, mines, and various lucrative claims were in the pos¬ 
session of the ruler. The treasure came to be looked 
on as one part of this extensive class, serving a particular 
purpose and completing the public economy. 

As the system of state hoarding was produced by the 
economic conditions of the periods in which it was em¬ 
ployed, so the change to the modern economic organisatibri 
necessarily led to its abandonment. The increased pss>- 
ductiveness of taxes, and the facility with which credilt 
could be used, relieved governments from the duty of 
keeping a stock of bullion for emergencies. The State’ 
ceased to be its-own banker, and came to rely on the 
instrument supplied by the growth of credit. Not onfj^ 
were the ultimate advantages greater, but there was an 
immediate benefit in the saving of the amount required to 
replenish the store, when it had from any cause run down. 
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Borrowing in times of need was more pleasant than a long 
course of previous saving. The change was, as we have 
seenips gradual as the alteration in the ruling conditions 
that produced it. The keeping of stores of bullion died 
out slowly, and has even left, as in the case of Germany, 
survivals to the present day. This last instance deserves 
some further notice. The traditional policy of storing up a 
reserve for the presrjurc of war was applied to the German 
Empire by means of the resources obtained through the 
French indemnity. A sum of ;f6,ooo,ooo was held in 
bullion and a much larger amount was invested in high- 
’class securities, chiefly German railways and the debts of 
foreign countries. The ‘fund for invalids’ in 1901 amount¬ 
ed to over 19,000,000. There is, therefore, a re.servc of 
over ;^25,ooo,ooo held by the Empire in what is* practically 
the form of a hoard, and apparently ready for use in time 
of war. 

German economists have defended this jrrocceding on the 
ground that it is imperatively required for military necessi¬ 
ties. The use of the treasure in the past is dwelt on, and 
it is further urged that at the outbreak of war the money 
market is so strained that a large loan is costly, if not un¬ 
obtainable. The treasure or war chest is but the comple¬ 
ment of the fortresses, equipment, and .sy.stcm of speedy 
mobilisation that constitute the safeguards of German 
unity.* On the other hand, the general argument against 
state reserves is a forcible one. ’ The retention of bullion 
by the State involves the loss of the interest that could be 
^ined by its productive employment, while it is quite un- 
y:alled for in any country with an efficient system of bank¬ 
ing. What is really required • is a sufficient disposable 
» metallic reserve to be drawn on in. the time of trial. The 
state-treasure policy thus invades the domain of banking, 
^and is at be.st inadequate. Three weeks of war would 
exhaust the store 6f £6,000,000 now held at .Spa^ndau.'* It 

* Roscher, § li4 ; Wagiwr, i. 173-7 ; Ciihn, § Uig. 

* Cohn, § 169. 
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is so hard to measure the precise amount needed, and error 
in either direction leads to such loss, that the policy is too 
uncertain in its effects to be advisable. The influei||e of 
state hoarding on trade and prices should also be considered. 
The withdrawal of a large mass of money tends to lower 
prices, and is so far a hindrance to the development of trade 
and the ever-present possibility of its sudden use has a dis¬ 
turbing effect.' On the whole, then, it,is beyond question 
that in any country with modern credit facilities the forma¬ 
tion of a treasure is a mi.staken proceeding. The case is 
still .stronger against the u.se of a reserve in the form of 
securitic.s. They, it is true, have the advantage of yielding* 
interest, but where a public debt exists, it is better to u.se 
this available pro[x;rty for its redemption. To borrow with 
one hand, \Vhile lending with the other, is simply introduc¬ 
ing an additional complication into the public accounts, 
without any corresponding advantage. The repayment of 
a portion of the German debt would be as much an invest¬ 
ment as the policy actually pursued. But the method of 
investing in securities is not merely useless ; it has direct 
disadvantage.s. If home securities arc chosen, the State is 
drawn into the business of speculation and stockjobbing, 
wi{t> injurious results to trade. The interest on such in- 
vestmenfs may apparently exceed what would be saved by 
paying off debt; but this higher yield means diminished 
security or stability, a consideration that leads to another 
objection to such investments. The aim in view is the 
possession of a disposable fund for emergencies, but it is 
just at times of emergency that stocks are most likely to 
fall in value. A large .sale of .securities by a government^ 
at the outbreak of war would force down their price, and 
make the process of realisation a costly one. Moreover, 
the funds .so obtained would be equally available for taking 

> The accumulation of silver by the American Treasury, though primarily a 
matter of policy rather than one of finance, has in the last few years been a 
disturbii^g element, and has affected both the trade and the revenue of the 
country. 
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up a loan. To come on the market a.s a needy .seller is 
the worst possible way of disposing of any kind of*state 
property. • 

Where foreign securities are held the position is .some¬ 
what different. Tliey will not be so mucli affected by the 
commencement of war, .as tliey possess an international 
market. Political difficulties are, however, greater. Should 
the contemplated war be with the Power whose debt is used 
as an investment, the question of stopp.age of inlqrcst 
would arise. In any case the relation betw'ccn the investing 
and lending St.ates is not a satisfactory one: it brings a 
sovereign power into the domestic affairs of another Stale, 
and in case of readjustments affecting the debt may cause 
grave difficulties. These considerations fully support the 
opinion th.at, speaking generally, the .systc.n of state 
treasures or reserves of securfties is indefensible at the 
present stage of financial development. 

Some exceptional cases have been suggested, but even 
they can hardly be admitted as modifying the |)rincipie 
just staled. A State, may have no public tiebt to 
redeem, and then the formation of a reserve may appear 
desirable, but there arc other alternatives, viz. either (1) the 
remission of the less eligible forms of laxatioji, or (2)’the 
incrc.ase of the agricultural or industrial domain of the 
State, a course which may be adopted on social, as well .as 
economic, grounds. Again, the interest on the debt may 
be so low, that its redemption may not seem commercially 
profitable as compared with investment. The objections 
|o .state dealings'with capital, already noticed,^ are too 
serious to be .set aside on this ground. I'hc remission of 
taxation, though it seems to be a sacrifice on the part of 
the State, may in many cases be the best course. The real 
source of state revenue is, need wc s.ay once more, the , 
national income, and judicious remi.ssion of taxation has 
a beneficial influence on the growth of this reservoir, on 
which the State in the kjst resort depends for its tax 
* Bk. ii. ch. 4, § I. ^ 
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receipts. The often-used phrase about allowing taxation 
‘ to fructify in the pockets of the taxpayers ’ is here exactly 
applicable. Tht; financial power of the State rests on the 
economic development of the people, and will be pro¬ 
portional to it. Any special resources in the form of 
money that may be required are best procured through 
the agency of bankers. The case in this respect is far 
clearer, than in the somewhat parallel one of manufacture 
of weapons and supplies, since the question of quality, or 
that of effectiveness of competition, does not arise. 

§ 4. Whatever be the conclusion as to special and ex¬ 
ceptional cases of state reserves, it is at all events plain 
that the older policy of hoarding as a general rule of 
finance is obsolete. It is, in fact, on its ruins that the 
modern phdhomenon of public debts has arisen. From 
keeping a reserve to meet all emergencies States have 
passed to the opposite course of not paying even their 
working expenses. The problem of public indebtedness is 
becoming more and more important, and is giving rise to 
serious questions. The remaining chapters of the pre.sent 
book will therefore be devoted to an examination of the 
different aspects of this vital part of modern finance. 



CHAPTER II 


PUBLIC INDEBTEDNKSS, ITS MODERN DEVELOI'MENT 

§ I. The development of public iiulebtcdiiess accom¬ 
panied the decline of the older system of trca .urcs. In its 
present form it is esscntially'a creation of tlie last two 
centuries, and even within the last fifty years it has gained 
more ground than in all preceding periods. The causes of 
its rise and immense expansion must be sought in the 
special circumstances, both political and social, of the time. 

There is an appearance of exaggeration in the statement 
that public borrowing has only come into existence since 
the end of the seventeenth century. In all but the rfldcst 
societies credit has been more or less employed, and we can 
hardly conceive that the governing body would altogether 
neglect its u.se in times of need. So far, however, as cla.ssical 
antiquity is concerned, there is hardly any trace of loans 
to the State. The explanation of this fact lies in the 
characteristics of Greek and Roman society.^ Instead of 
borrowing from the wealthy citizen, the State adopted 
the more drastic, but ip the long run less fruitful, method 
of levying a special tax on him. The small amount of 
floating capital also prevented a ready recourse to loans.. 
Compulsory loans, or the farming-out of taxes, were, in 
default of a treasure, the favourite methor^^, to which 
may be added the rarer one of pledging some state or 

^ IttirodudioHy ch. 2, § I. 
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regal possessions. Temporary credit transactions with 
contractors were the nearest approach to a public debt in 
our use of the term.' 

§ 2. The Middle Ages show little advance oh—in some 
respects they fall below—the economic po.sition of the 
Roman Empire. The strong sentiment against usury and 
the feeling that it was beneath the dignity of a prince to 
borrow from his subjects ^ both tended t/? check the use of 
the jeoya] credit. Where it was exercised the ciuasi-private 
nature of the feudal state system comes out clearly. The 
King borrows on his personal credit, or on his domain, 
which he even gives in pledge as a security for paj^ment.^ 
The.se loans were usually obtained from the Church, or from 
foreign bankers. Ilallam tells us that ‘in 1345, the Rardi 
at Florence,' the greatest company in Italy, became bank¬ 
rupt, Edward Ill., owing them, in principal and interc.st, 
900,000 gold florins. Another—the Peru/zi—failed at the 
same time, being creditors to Edward for 600,000 florins. 
The King of Sicily owed 100,000 florins to each of the.se 
bankers.’* Both in England and France these borrowings 
grew more common as wealth and the cost of government 
increased. Francis I. obtained various sums through the 
city' of Pari.s, which kept a list of the creditors and dis¬ 
tributed the interest.® Appeals to Parliament in connexion 
with loans occur as early as the reign of Richard 11. Forced 
loans were tried by Edward IV., and by the Tudors in the 


* Roschcr, § 130. 

^ Tiirpe est et inuUnm reqali reiH'.reniiae deroi:^at a sttis suhditis mtituare 
pro sumptibus re^is vel rc'^ui. Tliomas Aquinas (?), De Reqimine rrinciputn\ 
ii. 8. Tlie approval of slate treasures by so many early writer.? was intended 
ns a condemnation of the altcrnalive melliod of l)orrowing. 

* ‘The king was Inith in theory and practice the financier of the nation 
. . , . if he had to provide security for a loan lie <Hd it upon his own personal 
credit, by pledging his jewels, or the customs, or occasionally the persons of 
his friends for the payment.* Stulibs’s Consiitutional History^ ii. 558. See 
the whole section for Ixirrowing in mcdiieval Kngland. 

* Middle iii. 340. Loans by tlie Lrcnch kings can be traced back to 
1287. Vuhrer, Histoire de la Dette Publiquey i. 2 sq. 

* Vuhrer, i. 16-20. 
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sixteenth century. The pledging of taxes as security for 
debt is the last step in the older forms of borrowing.' * 

A more advanced position is found in the loans of the 
Italian cities, especially Genoa and Venice, which raised 
money through the agency of banks establi.shed for the 
purpose. The bank of St. George in the latter city was 
the most important instance in this .system. The superior 
commercial development of Italy contributed to the increase 
of state, as well as private credit, and more especially to 
complicated dealings in the farming of state domains and 
taxes.2 

The commercial revolution of the fifteenth and sixteenth 
centuries, which depre.ssed the Italian towns, brought those 
of the Low Countries into prominence. The .system of 
state-borrowing and of lending to foreign c(.^untries was 
engaged in by the Dutch, who,* in consequence of the low 
rate of interest, were anxious to enlarge the field of invest¬ 
ment, and therefore undertook most of the limited inter¬ 
national business of the time, such as the carrying trade 
and public loans. Imitation of Dutch methods of com¬ 
merce and finance—so powerful an influence on the English 
policy of the seventeenth and eighteenth centuries—was a 
principal cause of the creation and arlvance of the English 
funded debt, which has in its turn been an example toother 
States.* 

§ 3. It is thus plain that neither ancient nor mcdiicval 
finance possessed the modern public debt sy.stem. The 
latter, indeed, contained li e germs from which our present 
expedients have been tlcvcloped, but with so many differ¬ 
ences th.at it is hardly right to place two such distinct 
groups under a commop heading. They are, rather, .separate 

^ For a good account of the character and defects of mediievai public credit, 
see Ehrenl)erg, Zcilalter tier i. 18-31, 55-63* 

* On the loans of tlie city States, sec Ehrenl)erg, i. 38-41. 

^ * Einen Btirgerstaate, dcr Kepublik der Vereinigten Niederlande, ist es unlcr 
alien modernen Staaten zuerst gelungcn, sich einen wirklit lien Staalscrcdit, 
und mit dessen Hiilfe die UnabbaTigigkeit als Vorbedinguiig gUuzcndcn 
Gedeihens zu schaffen.* Ehrenberg, ii. 321. 
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species of a comprehensive genus. The increase of public 
debt in modern times is the result of economical and 
political conditions of the highest interest and importance. 
From one point of view, the vast indebtedness of States 
and smaller governing bodies is due to the transition to 
‘ credit economy.’ Money, as a medium of exchange, has 
been largely superseded by the use of credit instruments. 
In like manner, great masses of property, or, more correctly, 
the evidence of its ownership, have become freely tvar.sfer- 
able. The shares of companies, or their acknowledgments 
of debt, are very readily dealt in. Railways, banks, and 
other industrial undertakings by this means increase their 
business and the value of their property. It would be 
incomprehensible if the greatest of co-operative organisa¬ 
tions—the State—declined to avail itself of a like expedient. 
In fact, governments,—supreme and subordinate, strong and 
weak,—have mobilised their credit, and thereby increased 
their immediate financial power. The mechanism of the 
Stock E.xchange has remedied the weakest point in the 
earlier state-borrowing—the absence of any way of quickly 
realising the capital lent. 

This connexion of public debts, with the money market 
is, {Verhaps, most clearly seen in the modern methods of con¬ 
tracting loans. Whatever be the particular form adopted 
the substance of the operation is the same, and amounts to 
an investment of capital on the part of the lenders, carried 
out in nearly every case by the special class of dealers in 
stocks. To the investor there is no difference between 
taking up the stocks or bonds of a railway and those of a 
government. In the cases in which the latter are contracted 
on account of a particular undertaking, the resemblance is 
even closer. A loan to an Australian colony for railway 
construction is indistinguishable from one to a company 
for fresh capital outlay. 

Though the modern money market affords the machinery 
for continued extensions of .state-borrowing, it does not 
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give the motive power. The amount of loan transactions 
must, it is plain, depend on the conditions of supply and 
demand; but, then, this somewhat general formula stands 
in need of further analysis. The reasons for the expansion 
of demand are discoverable in the increased public outlay 
of modern societies. We have often had to notice how both 
military and civil e.xpenditurc are growing, and also that 
some parts of this^outlay are at once uncertain, and pro¬ 
ductive of durable advantage. War and public wprks 
require large immediate expense, and their full benefits are 
not reaped at the moment. To procure sufficient funds by 
taxation is both disagreeable and, on the surface at all events, 
unjust The financier very naturally takes what he knows 
to be tire most convenient, and probably believes to be the 
fairest, course in appealing to capitalists for asb'stance. It 
is true that all loans have not ^his plausible ground ; they 
are often due to weak or careless finance, and arc simply 
a mode of staving off the evil day. State credit is, 
like all modern credit, made up of both good and bad 
elements, and in its case the latter are often the more 
powerful. 

As the increasing cost of the State gives us the motive 
for its greater borrowing, so do the development of® the 
capitalist class and its greater influence on government 
explain the willingness to bring forward the needed supply. 
The earlier loans were cither obtained by force, on the 
pledge of specific property or taxes, or finally on the 
honour of the personal ruler. In the constitutional epoch, 
advances arc made to an administration over which the 
moneyed classes have innucncc. The close connexion of 
the EnglLsh debt with the Rovolution of 1688 and the 
maintenance of the system introduped by it is well known,' 
and at an earlier time the Italian cities and the Dutch 
provinces were under mercantile influence. It is uiKjuestion- 
able that the development of represe'ntative government and 
* ^ Macaulay, Uist,^of Englandi i. 141. 



624 ' PUBLIC FfNANCE , book v 

its control of the administration have helped to secure a 
large!" supply of loans than would otherwise be forthcoming. 
At the same time it is easy to overrate the significance of 
this fact. The mere existence of constitutional rule does 
not suffice to create borrowing, nor its absence to stop it, as 
the French debt of the eighteenth century and that of Russia 
at present will suffice to prove. A powerful class in the 
possession of disposable wealth will be ,in a position to act 
on fhe most irresponsible of rulers, and a prudent absolutism 
will recognise the wisdom of sustaining public credit. Never¬ 
theless, the a,dvance of constitutional government and the 
increase of indebtedness have been coincident, a circum¬ 
stance due to the fact that both are products of the present 
stage of development, and not solely because ‘ the nioneyed 
interest has<captured the machinery of government’‘ The 
greater attention to justice 'chat, on the whole, characterises 
popular government naturally operates on public as on 
other economical relations. ^ 

Nor is there any reason to doubt that on the whole the 
change is advantageous. A strict observance of public 
faith, besides its immediate services both to lenders and 
borrowers, has a further influence in making the general 
finaVicial administration more regular. When we remember 
the vital importance to a State of being able to secure 
assistance through credit at times of pressure, it is evident 
that anything tending to strengthen the guarantees for 
punctual payment is and must be for the general good. 

In some respects, however, the development of public 
indebtedness has been accompanied by serious, though it 
may be hoped only temporary, evils. Where the adminis¬ 
tration is corrupt, or where the interests of the ruler and 
his subjects are opposed, there has been both undue use of 
borrowing, and terms far too favourable have been given to 
the lenders. The taint of rash speculation and of craft, 

^ Adams, Public DebtSy 9. So far as the influence of the wealthier classes 
is directed to securing public credit it ia decidedly beneficial. 
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amounting in .some cases to fraud, which hangs round the 
modern Bourse has affected the great class of public 
loans. It may be that religious.or politiciJl prepossessions 
have led some critics to attach too much importance to 
these dark features,' but there can be no doubt of their 
existence. Immense advances have been made to govern¬ 
ments that no prudent person would trust, and for objects 
that could not pogsibly be regarded as beneficial. Ex¬ 
orbitant rates of interest, in order to cover the great risk 
incurred, have been stipulated for, but not always paid ; 
while, finally, the course of public policy ha% been some¬ 
times influenced by sinister financial interests. Such 
practices naturally and ■’justly arouse strong feelings of 
hostility in the minds of the sufferers, and of all who.se 
moral standard is not debased ; but in condemning them 
we should not forget the solid *benefits that public credit 
has conferred on the world, nor the extent to which evil 
and good are usually blended in the ordinary economic 
transactions of men. There is, too, decided evidence of 
improvement. International public opinion is better pro¬ 
nounced, and, as in the case of individual credit, the sphere 
of the usurer in national transactions is being gradually 
restricted. 

§ 4. The powerful effect of the influences that favour in¬ 
debtedness is shown by the figures of every stock exchange, 
and by familiar facts of statistics. Out of the, in round 
‘numbers, 1,800 stocks quoted on the London market, 340 
may be fairly described as public, of which the larger part ' 
are British. Berlin has .something over half that number, 
of which about one-third arc German.- Baris has a still 

* The Socialists and some Cafliolic writers arc very vcliemcnt in their attacks 
on La Haute Finame. For more moderate crificism see C. jannet, Le Capital^ 

La Speculation et Im Finance^ ch. 12. He, however, shows (ch. ii) that at * 
the commencement of the modern loan system the evils were greater. The 
student of the history of the money market feels the truth of Emerson’s 
remark, that ‘ the first lesson of history is the good of evil.’ • 

* Cohn, §§ 535, 536. “ At the pre%;nt time over one hundred States that 

S S* 
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larger number. We may say that any State that pretends 
to be'civilised regards the creation of a debt as one of the 
essential marks..of its haying reached that position. So 
does every colony and large city. The latest developments 
of qiunicipal life are shown in the issue of bonds by the 
responsible authorities. Universality is one of the features 
of the modern debt system, and it is explicable only by 
reference to the conditions noticed in the preceding section, 
together with, in the case of backward States, the influence 
of imitation. 

Public indebtedness is remarkable, not merely for its 
universal employment, but also for its great and growing 
amount. The following details r are instructive, though 
in most cases the results are only approximate. The 
total publie debts of the world in 1783 have been 
estimated at- 506,000,000', by 1820 they had increased 
to 1,530,000,000; their amount in 1848 was about 

1,730,000,000. According to a careful estimate, the 
national debts of European States in 1870 were, in round 
figures, 3,000,000,000, in 1885 they had risen to 
;f4,6oo,000,000, or an increase of i,600,000,000 in fifteen 
years.i In 1900 the debts of the Great European powers 
and-the United States were ;^4,000,000,000; Mr. Palgrave 
states the total debts of the various countries of the world 
towards the close of 1890 as ;^6,505,000,000, or an increase 
of over ,000,000,000 on the debt existing in 1882. At 
the close of the nineteenth century the national debts of 
•the world can hardly have been less than 7,000,000,000. 
This enormous sum does not include the local debts that 

possess practical sovereignty for debt purposes offer their bonds to the choice 
of an English investor, and if to tlvs number were added the obligations of 
^«/w*-sovereignties, the London Market would'show over 150 sorts of public 
securitie-s. There arc here fouhd the bonds of China, Japan, Persia, Siam, 
Egypt, Liberia, Orange P’ree State, Zanzibar, besides many other peoples of the 
Old World. The South American States are nearly all represented.’ Adams,- 
Public Debts, 5. 

* Neymarckf Zrr Dettes Publigues, 86. 

® Diet, of Pol. Et on. art. on ‘ Debts, .Public,* i. 509. The estimate given in 
the United States Census Report for 1800 is somewhat lower. 
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are, if we may judge from all available facts, increasing 
even more rapidly. Both have been growing ap^ce in 
such a manner as to excite the apprehension of reflecting 
observers. The reality and extent of the danger will 
demand examination later on—the existence of the cir¬ 
cumstances that have caused alarm is all that concerns us 
at present; but even at this stage of the inquiry, it is well to 
notice the fundamental difference between two classes of 
debt, the one contracted for non-economic ends, the qthcr 
for purposes of reproductive employment. War and public 
. works have been mentioned as the two chief causes of 
abnormal outlay, and loans for these objects belong re¬ 
spectively to the different classes. To take obvious 
instances, the great addition to the French debt from the 
war of 1870-71 cannot be regarded in the same light as 
the indebtedness of Prussia ai^d other German States for 
railway purchase and construction. The former involves 
increased taxation ; the latter, if prudently ajrplied, does 
not. The same contrast appears in the case of the English 
national, as opposed to the local debt, though this instance 
suggests the necessity of a qualification. Outlay on public 
works is not of itself, and apart from the revenue to be 
thence derived, different from the cost of war, or (/ther 
unproductive e.xpcnditure. No readier or more dangerous 
mode of increasing debt can be found than the execution 
of works that are not economically productive. Vague 
• assertions of indirect benefits should not be allowed to 
conceal the fact that ‘ improvements ’ of this kind should be 
|)aid out of income, and cannot be regarded as investments 
^ in the proper sense of the term. 

§ 5. To summarise the results of the present chapter: 
state borrowing appears to be, in. its leading features, a 
creation of the constitutional period, built upon the decay , 
of the older method of state hoarding and having its 
germs in the Middle Ages. It is the result of the credit 
system, combined with the increase of public expenses and 
the greater security for observance of faith to tUfe state 

S s 2 
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creditors. Both on account of its universal employment 
and its rapid growth, it is one of the most influential factors 
in modern finance, and one whose tendencies and actual 
efiects are deserving of close attention. To form a just 
appreciation of the system, a study of its history in the 
more important countries is desirable ; and we shall there¬ 
fore devote some space to this side of the question before 
passing to its theoretical aspects. t 



CHAPTER HI 


TIIK HISTORY OK THE ENtiLISH DEBT 

§ I. The longest and in many respects the most in¬ 
structive history of a continuous national debt is that 
supplied by Great Britain. The earlier attempts at sys¬ 
tematic borrowing in Italy and Holland h«vc ceased to 
have any practical effect, bift the present I'inglish debt 
shows an unbroken record of more than 200 years. The 
Stuarts had not paid much respect to their obligations, and 
were quite prepared to repudiate inconvenient liabilities. 
Still, the expansion of the public economy made it im¬ 
possible to avoid some floating charges. At the comple¬ 
tion of the Revolution in 1C89 the debt stood at a little 
over one million (^^1,054,925); in 1691 it had ristn to 
;£3,130,000, bearing an interest charge of .1^232,000. An 
Act was passed in the next year which is regarded by 
Macaulay as the origin of the National Debt, and which 
’ provided that 1,000,000 should be borrowed on the 
security of the beer and other liquor duties. The yield 
of thc.se taxes was to form a fund for the payment of 
interest, with the proviso that as each subscriber died his 
annuity was to be divided among the survivors until their 
number was reduced to seven, jvhen as each annuitant 
died his share would lapse to the State.^ The necessities 
of the war with P'rance compelled further borrowing. The 
funded debt is first mentioned in 1694. In that year the 

* Macaulay, ///V. of En^lumiy ii 398. 
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Bank,of England was founded, and lent its subscribed 
capital, 1,200,000, to the Government at the rate of 8 per 
cent., which, with an allowance of ;6’4,ooo for management, 
made a total charge of ;^ioo,ooo per annum. The con¬ 
nexion thus formed between the Bank and the Whig 
party continued as an influence in politics for several 
years.^ 

At the Peace of Ryswick (1697) the' debt had reached 
;^2li500,000, but in the four succeeding years of peace it 
was reduced to .^16,400,000. The East India Company 
had lent ;^ 2 ,CD 0,000 at 8 per cent, in 1698, which sum was 
applied to paying other obligations. There was thus a 
reduction of about ;Ci,2SO,ooo perannum during peace, as 
against the increase of ;£’2,500,000 per annum during the 
longer war period, a state ^ of things that we shall find 
repeated at several subsequent stages of the history. 
During the war of the Spanish Succession the debt rose 
at the rate of over ^^3,000,000 yearly, until at the Peace 
of Utrecht (1713) it came to .£53,680,000.^ 

During the peace period, which, with a couple of slight 
exceptions, extended from 1713 to 1739, the movement of 
the debt was not uniform. In the first ten years owing to 
the South Sea Bubble, the war with Spain, and the method 
of dealing, with taxation, it increased to ;^S5,20o,ooo. Then 
during the remaining sixteen years of peace, under the 
prudent administration of Walpole, some reduction was 
made, so that in 1740 the amount was just under 

47,000,000, or an annual diminution of ;^soo,ooo. 

1 Macaulay, Hist. ii. 479 ) Rogers, First Niue Years of the Bank of 
England, xiii. xiv. 

’ Une curious item, the oldest of a'll, and hepce sometimes regarded as the 
origin of the debt, was added in ,1706. The Cabal Government of Charles II. 
had in 1672 seized on the Goldsmiths’ loans to the Exchequer, a proceeding 
' known as the ‘ shutting ot the Exchequer,’ and had simply paid interest on the 
amountof7;i,328,ooodetained.^ In 1683 even the interest was stopped. Legal 
proceedings were taken by the sufferers, and after a series of trials the House 
of Lords decided in their favour ; but by an Act of 1699 it was provided that 
after December 2Sth, 1705, one-half the amount (.^664,000) should be added 
to the existing debt, to bear interest at 6 pet cent. 
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§ 2. This first half-century of the debt’s existence pre¬ 
sents several points of financial interest. The effect of war 
in adding to debt, to be a little reduced during the succeeding 
peace, has been noticed. A more important feature is the 
gradual introduction of funded debt. Annuities, tontines, 
anticipations of taxes, and floating or temporary liabilities 
tend to be absorbed in the now established form of capital 
advances for interost. The various separate debt accounts 
become blended in one indistinguishable charge. ‘•The 
■Aggregate Fund was established in 1715 -and the Sout/i Sea 
and general Funds in the following year. Tea each of these 
funds a variety of branches of revenue were apjiropriated 
. . . apd each of them was charged with the payment of 
certain annuities then due by the public. The united 
surplus of these funds formed ^le basis of the sinking fund 
established in 1716.’^ This is the first appearance of the 
system which, at a later time and in a different form, was 
regarded as the most effective agency for reducing debt. 
The primitive sinking fund, usually called ‘ Walpole’s,’ was 
really due to Stanhope. It proved of little service for the 
purpose to which it was applied, as it depended on the 
existence of a surplus whether debt would be redeemed, 
and the contraction of new liabilities would always render 
nugatory the payments made towards redemption. 

The first instances of the process know as ‘ conversion ' 
also occur in this period. In 1714 the legal rate of interest 
had been reduced from 6 [jcr cent, to 5 per cent, and three 
years later a like reduction was made on the interest of the 
4>ublic debt. Again in 1727 a further reduction from 5 per 
cent, to 4 percent, was made, by which a saving of.£'4(x>,Cxx) 
per annum was realis«d. The good effect of Walpole’s 
financial management was proved Ijy the high price that 
the funds had reached. A 3 per cent Joan issued in 1727* 
stood At par in 1736, and in the nevt year at 107. Under 
such conditions it is plain that the whole redeemable debt 
might have been reduced .to 3 per cent or even lower. 

^ ilaniiUon, 64. 



632 - PUBLIC FINANCE book v 

Political expediency, which made it an object to favour the 
fundholders, who were strong supporters of the Hanoverian 
dynasty, prevenVed this useful measure. 

§ 3. The war of 1739-48 had the usual effect of increas¬ 
ing indebtedness. After the conclusion of peace it was 
found that ;£'3i,300,cxx) had been added to the previous in¬ 
cumbrances, bringing the total amount to over ;£’78,ooo,ooo. 
The return of peace gave an opening for the application of 
finajncial management. Pelham in 1749 succeeded in carry¬ 
ing a conversion scheme, which may be regarded as the 
forerunner of, the modern arrangements of the kind. In¬ 
terest on i)art of the debt was reduced to 3^ per cent, for 
seven years, and 3 per cent, aftertvards. Next year that on 
the remainder was reduced to 3.J per cent, for five years, and 
3 per cent, afterwards. The fundholders at first dissented, 
but the high price of stock made it their advantage to accept 
the conditions. The consolidated 3 per cent, stock was 
established in 1751, and existed till the conversion of 1888 
as the principal part of the debt. Its price in 1752 was 
106J, the highest point it ever reached. The sluggish con¬ 
dition of trade, and the difficulty of finding good invest¬ 
ments sufficiently explain the existence of so high a price. 

Up to 175C the debt had been reduced about ;^6,000,000 
and stood at £72,200,000 when the Seven Years’ War com¬ 
menced. Expenditure at once rose so much as to lead to 
borrowing, which continued until, at the close of the war 
in 1763, the funded debt was 22,600,000 with a floating 
debt of about 14,000,000. The conscciuences of the war 
were apparent in the position of the Exchequer for somp 
years afterwards. In 1766 the funded debt had risen 
to 29,500,000 with a further unfunded one of over 
;tio,ooo,ooo. The succeeding years of peace allowed of 
.small reductions, coming in all to about ;<jio,000,000 in 
1775, when the funded debt was 125,000,000 and the 
floating one ;£'4,150,000, or a total of almost 130,000,000. 
As might be expected, the Arperican war of Independence 
added' seriously to this burden. At the conclusion of 
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the Peace of Versailles (1783) the total debt was ovci 
/■238,CXX),000 or an annual increase of about 1 3 ,soi 5 ,ooo. 
During the latter part of the war the stftiin on English 
credit wa.s shtiwn by the low price obtained for the loans 
of that period. 

Pitt’s first administration dates from 1783, and its earlier 
part, which may be called the peace one, ami which ended 
with the outbreak (jf the war with Prance, did not accom¬ 
plish much in the direction of diminishing the capita^ of 
the debt. In 1786 the new Sinking Fund was established, 
and by 1793 it had redeemed about .£^10,250,000, leaving a 
net capital charge of £^228,000,000. 

The characteristics of the second half century of the debt 
history arc found in the great growth of both capital amount 
ami interest charge. After taking into account the small 
repayments in time of peace, there remained a net addition 
of £ 180,000,000 in the fifty-four years 1739 1792, while the 
annual payment for interest had ri.sen from £2,ooo,0(X> to 
nearly £9,500,000 in the .same period. The terms of 
borrowing varied, but up to 1780 the loans were usually 
issued at par: their capital therefore re()re.sented the 
amount really received, though they were accomjianied by 
small annuities for terms of years, or other .special favours. 
Lotteries were also combined with the loans, subscribers 
to an i.ssue of stock receiving tickets. In 1781, however, a 
loan of £ 12,000,000 was raised at the rate of £i 50 of 3 jicr 
cent, and £25 of 4 per cent, stock for £100 paid, or a total 
capital of £21,000,000. The result of adopting this .system 
yas to add nearly £25,000,000 to the nominal capital of the 
debt without any corresponding receipt. It wa.s probably 
due to the fear entertained by subscribers that their stock 
would on the return of better times undergo a reduction of 
interest, and also to the preference of the government for a^, 
large 3 per cent, stock. As mentioned above, the sinking- 
fund policy which .so powerfully affected the cojur.se of the 
debt was started at this timg, though its influence was not 
as yet very noticeable. 
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§ By far the most important and critical period in the 
development of the debt is that during the protracted 
struggle with France, first under the Revolutionary govern¬ 
ment and afterwards under Napoleon I. Without the 
abnormal expenditure of the twenty-three years 1793-1815, 
the sinking fund of 1786 would have automatically wiped 
out the comparatively small capital liability ; and the rapid 
growth of British industry, free as it would have been from 
the oppressive taxation that Pitt was compelled to impose, 
would have made the operation practically unfclt. The 
whole financial system of Great Britain has been profoundly 
affected, but the present debt is the most prominent of 
these results. 

From the outbreak of war (1793) to the peace of Amiens 
(1802) loaris were requirec;! in every financial year. The 
amounts, at first small, rose with the great outlay that the 
continuance of hostilities made necessary, till in 1797 the 
capital funded was over ;t67,000,000, the actual sum ob¬ 
tained for this acknowledgment of debt being .£^44,000,000. 
As nearly £7,000,000 were redeemed by the sinking fund, 
in that year, the net increase of debt was somewhat over 
£60,000,000. In the other years the additional debt con¬ 
tracted was not nearly so large,' but the effect of the 
methods pursued was shown in the amount of debt at the 
conclusion of peace. It was just £500,000,000, an increase 
of over £270,000,000 since the opening of war in 1793, i.e. 
£27,000,000 per annum. The sinking fund had besides 

• The following was the capital funded for each year between I793“r8o2 :— 

Year. £ > 

1793 ... 6,250,000 

1794 .,. 15,676,526 

1795 ... 25,609,898 

175 d ... 4 I. 303><>99 

1797 .. 67,087,669 

1798 ... 30,000,000 

1799 ... 27,499,250 

1800 ... 29,045,000 

1801 ... .44,816,250 

, 1802 ... '41,489,43a 

See Hamilton, 256, 
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paid off ;^57,ooo,ooo of the debt incurred, which must be 
added to the other liabilities of the time. The principal 
cause of this great addition was the unwillingness to impose 
taxes at the commencement of the war. For the four years 
1793-7 the total amount raised in taxation was ^^70,000,000, 
,or 7.500,000 on the yearly average, while for the four 
years 1799-1802 it was .^i34,750,000, or an increase of 
93| per cent. • 

The short peace did not allow of any reductions in o.x- 
pense, and on the recommencement of war the borrowing 
system was again applied, though not to so large an 
extent. At the o[)ening of the year 1816 the funded debt 
was ;f80,000,000, with a floating one of £Cxy,ooo,ooo, show¬ 
ing a total increase of ;^^36o,000,000, or over .{,'25,000,000 
per annum. This comparatively satisfactory Tesult, not¬ 
withstanding the immense expenditure of the I’eninsular 
War, is explicable by reference to the much heavier taxa¬ 
tion imposed. The income tax was in full operation, and 
the tax revenue rose from ^^37,250,000 in 1803 to 
£75i500,000 in 1815. Mr. Gladstone has asserted that the 
early adoption of the income tax would have saved the 
necessity of borrowing, since the annual expenditure a[)art 
from the debt charge would in the later years have been 
met by the receipts from taxation.* Whether thus would 
have been possible may be a matter of dispute, but there 
can be no question that the system of loans was carried to 
excess. 

From the facts just noticed we can see clearly the defects 
ift the method of finance during this trying period. They 
are: (i) the dislike to impose sufficient taxation, a feeling 
very natural on political grounds', but indefensible from the 
purely financial point of view. Instances of this error occur 
chiefly in the earlier year.s. (2) An undpe reliance on the 
purely illusory expedient of a sinking fund, which, taking 
the mostJavourable view, increased the expense of manage¬ 
ment and deranged the loan.market. (3) The system of 
^ Financial Staiemtnti^ l6. 
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f r. 

borrowing at a higher nominal capital than the amount 
actually received, thereby preventing, or at least hindering, 
future conversions of debt. 

§ 5. The French wars brought the English debt to its 
maximum point. Since that date there has been some, 
though insufficient reduction of it. The whole course of 
treatment has tended towards the adoption of a sounder 
and more careful policy, guided in a, great degree by the 
influence of theory. The criticisms of Hamilton and 
Ricardo* expo.sed completely the sinking-fund fallacy. 
As the result of careful inquiry it was settled, in 1819, 
that a real surplus of £5,000,000 annually should be pre¬ 
served ; but after various difficulties and change.s, the 
sinking-fund as a positive institution was abolished in 
1829, whatever actual surplus existed at the end of each 
financial year being marked off for redemption of debt. 
The continuance of peace enabled the method of conver¬ 
sion to be tried with effect, though the field of operations 
was limited by the mistaken policy of borrowing in a 
3 per cent, stock with a high nominal capital. In 1822 
;ifi 52 ,(Xio,cxx> of 5 per cent, stock was converted into 4 per 
cents., and in 1830 further reduced to 3J per cents. The 
old 5 per cent, stock (76,250,000) was reduced to 3J per 
cent., to which rate a small balance of 4 per cents, (about 

10,000,000) was also reduced in 1834. 

One of the most discreditable periods in English finance 
was that between 1830 and 1840. Hardly any fiscal 
reforms were carried out, and the debt was increased by 
budget deficits. Its amount in 1841 was £^g2,ooo,ooo, 
nearly .^8,000,000 more than in 1830. The firmer adminis¬ 
tration of Peel restored the finances. A surijlus was pro¬ 
cured by the revived income tax, and a fall in the rate of 
interest made it possible in 1844 to convert the 3! percent 
stock— ;£’248,ooo,ooo— into 3I per cent, for ten years and 

* Hamilton’s Imiuiry was published in 1813, and Ricardo’s Essay an the 
Funding Systetn \v\ 1820. 
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3 per cent, afterwards. The attempt made by Gladstone, in 
1853, to create a 2^ per cent, stock, proved a failure, ow^ng 
to the rise in interest and the pressure of the*Ciimcan War 
(1854-s). This latter event supplied further illustration of 
the operation of war on indebtedness ; though the progress 
of wiser views as to the trpatment of extraordinary ex¬ 
penditure was evidenced by the increased taxation, which 
contributed the Iarg<;r part of the total war expenditure 
(£70,000,000), leaving only ;C34,000,000 to be added to tlje 
debt. 

§ 6. For nearly half-a-century (1856 -1899) ntj important 
increase in debt took place, and the growth of wealth made 
the weight of the existing charge much less oppressive. 
Moreover though there was no energetic actiem for the 
repayment of the debt, the influence of the® reformed 
sinking-fund, the terminable annuities, and conversion pro¬ 
duced a decided effect on both capital and interest: in 
fact during this period the history Jf the debt consists in 
an account of their operation. 

When the sinking-fund theory was abandoned, the old 
rule still applied by which the surplus remaining in the 
Exchequer at the end of each financial year passed to 
the Commissioners for the redemption of the debt. ' If 
large surpluses were realised year after year, this would be 
a satisfactory method, but with accurate balancing of receipts 
and expenses it is of little .service. A considerable excess 
of receipts over expenditure gives rise to a cry for remission 
of taxation that is not easily withstood. Hence the need 
fof marking off .some special funds for the payment of debt 
Sir S. Northcote’s sinking-fund measure (1875), by which 
an amount of .£28,000,000 annually was permanently set 
apart for this end, is the most obvvjus course. Unfortu¬ 
nately it is very easy to find plausible reasons for cui 
ting down the sum so fixed. Under Lord Goschen th 
£28,000,000 became first £26,000,000 and then onl^ 
£25,000,000, a sum which Jeft a comparatively small 
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margin over the interest and terminable annuity payments 
but''w 4 iich was again reduced by Sir M. Hicks-Beach in 
1899 to ;f23,CXX),000.1 

The method of redeeming debt by the use of terminable 
annuities was on the whole more effective. In their com¬ 
mencement public debts were often raised by annuities 
in various forms,^ and during the Revolutionary and 
Napoleonic wars the system of adding long annuities to the 
funded loans was adopted, the periods being so arranged 
as to all terminate in i860. By this system a consider¬ 
able relief ,was gained when the date of expiry was 
reached. As an effective method of redemption fresh ter¬ 
minable annuities have been created, and an equivalent 
amount of stock cancelled. The largest creations were in 
1868 and 1884. In the former ye.ar ;^24,ooo,ooo of saving.s- 
bank stock was cancelled, and an annuity of £'1,760,000 
substituted. In 1884 Chancery stock to the amount of 
£40,000,000, and over '<£30,000,000 of Post Office savings 
bank stock, were similarly treated, with the result that the 
funded debt was brought within more moderate limits. 
In i860”i its total amount was £788,970,799. After 
thirty years it stood in 1890-1 at £579,472,082, or almost 
£^io,000,000 less. On the other hand, the terminable 
annuities had risen in capital value from £16,500,000 to 
£68,500,000, an increase of £52,000,000. In 1889 the 
funded debt had risen to £583,186,305, owing to a re¬ 
duction of floating charges, while the terminable annuities 
were reduced to a capital value of £36,250,000. 

Within the last fifteen years the agency of conversion 
has also been employed with success. Mr. Childers’s con¬ 
version scheme of 1884, by which 2j or 2f per cent, stock 
might, at the option,, of the holder, be obtained for the 
existing 3 per cents., with an increased Capital of 2 or 8 

* By the budget of 1894 an aggregate sum of ;^2,123,000 was placed on the 
reduced sinking fund, thus lowering still more the amount devoted in that year 
to the redemption of debt. 

• Sec § I, and ch. 6, § 2, of present Book* 
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per cent, according to the stock chosen, failed to attract. 
Only ;^21,648,000 of stock was offered for convcifsion 
(more than half of it' from public offices). ♦But the failure 
of this attempt prepared the way for Lord Go.schen’s success 
in 1888. The principles adopted by him were: (i) the 
creation of a single new stock, so that holders were not 
confused by having to choose ; (2) the avoidance of anj' 
addition to capital ; ^(3) the use of the most effective tech¬ 
nical methods, such as conversion without expressed con¬ 
sent, where this course was legal, commission to agents for 
the trouble imposed on them, and a small concession in 
tile .substitution of quarterly for half-yearly p.aymcnts of 
interest. These contrivances, together with the persistent 
low rate* of interest, enabled the conversion to be carried 
out with complete success. The whole mass 063 percent, 
stock, amounting to ;^558,000,o5o, was converted, or paid 
off.* A new stock, bearing interest at 2| till 1903, and at 
2^ from that date for twenty years,?lia.s t.aken the ])lace of 
the older 3 per cents., and a relief in interest to the amount 
of .^1,400,000 annually has been secured, with the certainty 
of an equal gain in 1903. As an incident of the process 
the floating debt became larger, and amounted in 1891 to 
• 36,000, OCX) or more than double the normal level. But 

by degrees the greater part of this sum was funded, so 
that in April, 1899, the floating debt was only ;^8,133,000. 

§ 7. A new chapter in the history of the debt began 
Avith the outbreak of the South African War in October 
1899. It was at first believed that the cost would be 
small— £ 10 , 000,000 being the earliest estimate—and the 
only provision made was an issue of ;t8,ooo,ooo in Ex- 

^ The total was composed as fijllows:— * 

Consols . 323,000,000 

Reduced Tlirees ... 69,0(X>,qoo 

New Threes . 166^000,000 

About ;^58,000,000 was held by government departments, leaving /‘500,000,000 
in the hands of the public. * 

The amount for which payment was demanded was very small; in the case 
of the ‘ new threes,’ only ;^76l,ooo, or less than ^ per cent. * 
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chequer Bills. By the close of the financial year 1899-190x3 
the teal character of the contest was better understood, and 
a war loan for \£30,ooo,ocx) was issued with an appeal to 
patriotic sentiment, to run for ten years, bearing 3 per 
cent, interest at the price of £g& lOf., or per cent, 
discount. Further issues, in the form of Exchequer 
Bonds, with 3 per cent, interest, and redeemable, some in 
1903, and the remainder in 1905, followed. These repre- 
set\ted a capital debt charge of ;^24,000,000. In 1901 it 
was evident that the expedient of creating unfunded debt 
had been carried to its utmost limit, and accordingly one 
of the features of the budget proposals of that year Wets 
the issue of £60,000,000 of the" ordinary Consols at the 
price of ;^94 lOJ. or a discount of 5J per cent. As the 
war continued during the first months of 1902, another loan 
in Consols to the amount of £^2,000,000 was arranged at 
the fixed price of ;^93 lor., giving a discount of 
;t2,o8o,ooo on the who^j amount.'^ Even the conclusion 
of peace did not relieve the country from the necessity 
of contracting this fresh liability, though it was hoped that 
a part of the funds obtained by it might be available for 
the repayment of debt. During the years 1899-1902 
thele was also a suspension of the operations for the re¬ 
demption of the debt which provided a further resource ol 
between four and five millions a year. The net result 
has been a decided increase in all the different forms of 
indebtedness. The floating debt has .somewhat increased ; 

* The following are the details of the dilTercnt loans :—• 

National Wat Loan /'30,000,000, 2'i per cent, interest, redeemal».e 
April 5th, 1910, issued at ,^98 tor. od. 

Exchequer Bonds, £10,000,ootj, 3 per cent, interest, redeemable August 
7th, 1903, issued at ,^98. 

Exchequer Bonds, ,^3,000,000, 3 per cent, interest, redeemable December 
7th, 1905, issued .at ,^98 2.v. lid. 

Exchequer Bonds, £ 11,000,000, 3 pet cent, interest, redeemable December 
7th, 1905, issued at £<)^ 5r. ^d, 

Cortsols, *60.000,000, issued at ,^94 tor. 

^32,000,000. „ ,, £rjZ lOJ. 

Treasury Bills in various amounts. Total for War purposes, /l3,000,000. 
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the Exchequer Bonds and the 30,ooo‘ocx) war loan repre¬ 
sent short term loans of a class better known in Amfcrican 
than in English finance. The terminable annuities have 
been raised to £60,000,000 by the provisions of the Budget 
of 1899.' But the funded (.Icbt, though relieved by the 
adjustment just mentioned, has had two large issues of 
Consols added to it. In .short, the total charge on March 
31st, 1902, was £'7^47,876,000, an increase of £60,000,000 
oyer the total of the preceding year. 

The preceding details afford certain obvious |)oints for 
criticism. I-'irst, there is the large proportion of the war 
expenses supplied by borrowing. Some difficulty exists 
as to the exact figures, but it is well within the mark to 
say that more than two-thirds of tlie extraordinary outlay 
has been met out of loans, a position that e.)mpares un¬ 
favourably with the similar ca.se of the Crimean W'ar. 
Ne.xt, there is the curious [rolicy of issuing loans at a fixed 
discount, instead of inviting teiuArs, or so arranging the 
interest that the par value shoidd bo ol)taincd. Finally,- 
there is the question whether all the issues should not 
have been in the form of a single uniform stock, which 
would command a better juice, and if issued at 3 jjer cent, 
would in a short timd be re.nl)- for conversion. But* the 
most interesting question is one of the immediate future, 
viz. the method and extent of the jrroceedings for redeinji- 
tion. A good deal of stock will be ready for treatment in 
* the years 1905 and 1910. Much, how'cver, must dejrend on 
the market price of Consols, and therefore the agencies of 
redemption will have to be kejrt in an elastic form. In 
any case there has been a clear illustration of the way in 
which two or three years of -war will undo the work of 
eighteen or twenty years of j)cace.% 

' This operation consisted in tlie cancelling of £28^000,000 of Con.sols ain^ 
the substitution of two annuities arranged to expire in 1923. 

* The figure of ;^747,876,ooo, given above as the debt burden in 1902, is 
slightly higher than that of 1884, which W'as ^746,424,000. '.'ihc inclusion of 
the latest loan of ;^32,ooo,ooo wouljl bring us back to 1873 with its total of 

g^779,222,000. * 


T T 
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§ 8. Looking back on the course of the English debt, it 
is yer^ plain that its growth has been altogether due to 
war expenditure, while its continued existence must be 
largely attributed to financial weakness. A comparison of 
the debt incurred during each war with the amount paid 
off in each succeeding peace -establishes this. Over 
;^600,000,000 was added in the great war (1793-1815); 
hardly .£^75,000,000 was paid off in the forty years’ peace. 
The Crimean War added .£34,000,000; it took twelve years 
of peace to pay off this sum. The South African War 
has increased the capital of the debt by £160,000,000. It 
is safe to say that twenty years of unbroken peace will 
hardly suffice to remove this fextra burden. Greater 
vigour in the use of terminable annuities, the maintenance 
of larger surfiluses, and above all a wider employment of 
direct taxation in the form of income, property, and inherit¬ 
ance taxes arc the means by which better results might 
be obtained. The pressure of the debt, however calculated, 
is too light to justify such rcinissnes.s. When we remember 
that each million of debt redeemed means the power of 
permanently remitting as much taxation as is represented 
by its interest charge we can better under.stand the 
advahtage of an energetic [wlicy in regard to it. 



.CHAPTER IV 

HISTORY OF THE FRENCH DEBT, INDEBTEDNESS * 1 N 
OTHER COUNTRIES 

§ I. A NATURAL division of the history of the French 
debt is»that into two parts; the former dealing with the 
borrowing under the Monarchy, and the lattej" with that 
under the system founded during the Revolution. The 
history of the various loans previous to the present century 
has been concisely de.scribed as ‘ a lustory of bankruptcies.’‘ 
All forms of loans were tried ; and all possible methods ol 
evasion were used to escape repayment. The costly wars 
and the internal disturbances of the country partly explain 
this course of policy, but ignorance of financial and 
economic conditions was the great cause. Forced reduc¬ 
tions of debt and debasements of the currency were 
frequently employed. An extensive revision wa» carried 
out by Sully in 1604, and further reductions were made 
Jay Mazarin. Colbert’s administration introduced some 
system into this part of finance, but after his death the 
older confusion reappeared. One of the effects of the 
Mississippi scheme was a consolidation of the diverse 
forms of the debt, and a reduction of its amount to a sura, 
estimated at 1,700,000,000 livres, with an annual charge of 
48,000,000 livres." 

' Viihrer, i. 320. Cp. Ehrenberg^s account of Spanish finance in the 
l6th century. ‘ Es tricb rcllungslos aus citier Krisis in die andere. 
StaatsbankeroU und Zwangsconsolidation warden gewohnlichc finanzmittcl,’ 
ZHtalter der Fugger, ii. 259. , 

* Ib^ i. 181. The estimates, however, are not in agreement. Ib. la 178. 

■ T T 2 
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The reign of Louis XV. (i715-1774) was marked by 
fresh'’loans and repeated forced reductions of the capital 
debt. In 1764' the sum of the different liabilities was 
2 , 3 C)C>,ooo,cxX) livres and the annual charge 000,000 
livres ; at his death the total annual charge was I20,cxx),ax> 
livres, besides a floating debt of 235,000,OCX) livres. The 
increasing embarrassments of the State, which might have 
been overcome by Turgot, had he rcm?dned in office, were 
at least the pro.ximate cause of the summoning of the 
Statcs-Gencral, and therefore of the Revolution.' Accord¬ 
ing to the reoort submitted by the committee of the Con- 
.stituent Assembly in November, 1789, the annual debt 
charge came to 208,000,000 livres, to which the floating 
debt had to be added.'' 

§ 2. Tlie'financial difficulties that surrounded the revolu¬ 
tionary governments led to large issues of assignats, and to 
a consolidation of the public debt on a i)lan arranged by 
Gambon (August, 1793). By it all debt was to be inscribed 
in a ‘ Grand-book,' which was to be the conclusive evidence 
of the claim. The redeemable debt with 5 per cent, in¬ 
terest was first so treated, and the annuities were afterwards 
added. The result was the creation of an annual charge 
of £^,000,000 (174,716,000 francs), or a capital debt of 

1 40,000,000. Unfortunately, the use of paper money and 
forced loans destroyed whatever benefit this systematic 
treatment might have conferred, .and the straits of the 
government led to the measure of 1797 {Vend^miairc,Ann 
vi.), by which two-thirds of the debt was ‘ paid off’ (?) in 
bonds to be exchanged for land, and, after some reduction's 
for confiscations, the balance in annual interest was ascer¬ 
tained to be 1,600,000 (40,216,000 francs), representing a 
capital debt of ;£32,000,000. About ;^25O,0OO was added 
to the interest charge by the Directory, so th<it by the 

' Ncckcr’s policy of meeting deficits by l>orrowing, in opposition to that of 
Turgot’s, is justly condemned by Gomel, Causes I'nancih'es de la Rivolutifin 
Frau^aiiC^ i. ch. 8. 

• Vuhrer, i, 336. But see for a higher estimate, Gomel, i. 487-9. 
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opening of 1800, 46,300,000 francs was the annual payment. 
The financial administration of Napoleon 1 ., or rather of hi^ 
advisers in such matters, Ganelin and IvTollicn, had two 
great merits. It resisted all temptations to issue incon¬ 
vertible paper money, and it steadily refused to meet war 
expenditure by the methojj of borrowing. The result is to 
be seen in the po.sition of the public debt at the fall of 
the Empire. In April, 1814, the interest had risen to 
63,300,000 francs {£2,$;^o,ooo). After allowing for .the 
debts of the annexed provinces, the net increase was less than 
;^300,000 interest, or/i^6,ooo,000 capital. Iiio (jualification 
of this favourable situation the immense burdens im|)osed 
on FivYice and other countries must be taken into account. 
The Napoleonic system of making war support itself was a 
crushing one for the nations subjected to its operation, and 
probably far heavier than a well-manageil public debt would 
have been.I 

The Government of the Restoration had a .series of 
difficult financial tasks to face. It hail to meet the war 
indemnity levied on France by the allies ; it had to com¬ 
pensate the emigrants; and it had to take u[> the unpaid 
balance of the Imperial outlay. It handled these v,11 ions 
problems with honesty and firmness, refusing aitogethfr to 
repudiate the debts of the Empire, assume of its supporters 
wished. The principal feature of debt history during the 
period 1815-1830 is the creation of new debts to meet the 
indemnities and other outlay. The total amount re<|uircd 
for these purposes represented an annual charge of over 
^6,500,000.^ A second noticeable [roint was the creation 
of other than 5 per cent, stock. The emigrants’ indemnity 
was in 3 per cent, stock, and tlic conversion of 1824 was 
partly in 4I per cents, and partly •in 3 per cents. At the 
same time the policy of redemption was, effectively carriecU» 
on. The annual charge was reducsd by 54,000,000 francs 
(;^2,160,000), and conversion removed about, 6,000,000 

r On the debt system of the Fitst Empire, see VUhrer, ii. 

* Vuhrer, n. i6o. 
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francs. These sums, with a few small escheats to the State, 
pracVically wiped out the debt existing in 1814, leaving that 
created by the Restoration Government (though it was not 
responsible for it) as the actual charge. From another 
point of view it may be said that in the fifteen years there 
was a net increase of ;6’4,ooo,CXX) interest. The capital of 
the new loans amounted to nearly 132,000,000, less the 
sum of ;?43,000,000 redeemed, or a ,,net capital increase 
of about ;£'9o,ooo,ooo. 

The Orleanist Government commenced its career by 
borrowing. „Its first loan added ;£'28o,ooo to the interest 
charge, and was issued in 5 per cent, stock at 84, or neariy 
6 per cent, on the actual sum leceived. Another loan of 
;£'4,ooo,ooo at par only brought in ;^8oo,ooo. Further loans 
were made,Mn order to clear off deficits, to prepare for war, 
and to carry out public works, but the redemption of 
existing debt was also carried on, so that against ;^i,500,000 
fre.sh interest created, about 1,000,000 was redeemed, 
leaving a net increase of ;f500,000 during eighteen years, 
but, it should be said, years of profound peace during 
which public credit stood high.* The position of the stocks 
over 3 per cent, would have easily admitted of conversion, 
without any increase of capital, into a 4 per cent, or even 
3^ per cent, stock, but to avoid popular hostility this 
financially prudent course was not takcn.^ 

Short as was the duration of the Second Republic, it 
added ;^2,120,000 to the interest of the debt, and thus' 
brought the total charge to nearly ;£’9,200,000. The com¬ 
plete disorganisation of the financial system and the hazard¬ 
ous experiments of the provisional government sufficiently 
account for this state of things. 

^ In 1845 the highest and lowest prices of the several stocks were : 



Highest. 

Loivest. 

.5 per cent^ 

122-85 

116-45 

•> 

116-25 

111 

4 >1 

110-5 

106 

3 »* 

86-4 

80-85 


* Leroy*BeauUcu, ii. 498. • Viihrcr, ii. 238. 
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The first financial performance of'the Second Empire 
was the conversion of the 5 per cent, stock, amounkin<^ to 
£140,000,000, into 4i per cent., with a fjahi to the State of 
£^00,000 per annum. Less than ;^3,cxdo,cxx> of capital 
had to be paid to dissentin" creditors. Hut the manaj^e- 
ment of the war e.xpcnditin e was not so satisfactory. The 
total cost of the Crimcai' War to France was .jf66,ooo,ooo 
and of this sum ;£^i,500,ooo, or 93 per cent, of the whole, 
was added to the debt. Further loans, issued much under 
par, followed for the Italian and Mexican wars. The total 
addition to the debt between 1852 and July 1870 was 
*repre.sented by an increased interest charge of .£'5,160,000. 
Thus^the annual paymciit had risen to ;£i4, 400,01x3, and the 
capital was a little less than ;£480,000,000. Even more 
questionable than the large borrowing was tlie conversion 
of 1862, by which, for the sake of a premium, the 4.J and 
4 per cent, stocks were converted into 3 per cents,, with a 
proportionally incrca.scd nominalVapital. 'I'his unjustifiable 
measure gained a premium of ^^6,300,000 for the St;ite, but 
on the other hand it increased the capital of the debt by 
almost ,£64,000,000, and precluded the hope of further 
speedy conversion,* 

jlj 3. The F'ranco-German War of 1870-1 is as m;i*ked a 
period in the development of the h'rench debt as the war 
with Napoleon I. was in the case of the English one. 
Its first effect was to place an enormous strain on the 
resources of the new government. In addition to the 
terrible expense and sacrifice due to the military ojrerations 
there was the irrdemnity of £200,000,000 to the Germans. 
The total burden imposed on the State has been esti¬ 
mated at £393,000,000. Of Hiat sum about £340,000,000 
was raised through loans of 0114; kind or other. Nearly 
£60,000,000 was received from the Hank of ]''rancc ^ 
the inconvertible paper issues. ^ Over £40,000,01x3 was 
borrowed in 1870, and two great loans, the first of 


* For,lhc finance of ihe Second Empire, sec Viihrcr, j|. 25%369. 
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£So,ooo,ooo, the second of 120,ocx),ooo, were raised in 

1871 and 1872.^ 

The debt incitrred to the Bank of France was cleared 
off annual payments, at first of ^^8,000,000, and after¬ 
wards of £6,000,000, until in 1879 the whole was discharged. 
In other respects the treatment oJ[the debt has been weaker. 
Fresh loans have been contracted for public works, and 
to meet budget deficits. M. Freycinet> plans accounted 
for a large part of this increa.se in debt, which was raised in 
3 per cent, stock terminable after seventy-five years. Thus 
a new category of debt was added to the old perpetual 
rentes, with a nominal capital of 160,000,000, an interest' 
charge of ;^4,800,000, and a further charge of il'i,000,000 
for redemption. The old $ per cents, were converted in 
1883 into 4i9er cents, without any increase of capital, and 
merely with the proviso that no further reduction would be 
attempted for ten years. In 1894 the expiration of this term 
and the high price of the stock allowed of a fresh conversion 
into 3J per cents, which was successfully completed. Out 
of a total capital of ;^271,500,000, only ,€55.750 was 
demanded by the holders, the remainder being retained at 
the lower interest. In this way the State gained over 
€2,700,000 annually. A further step in the treatment of 
this stock has been made in 1902 by M. Rouvicr’s measure 
for its reduction to 3 per cent, accompanied by a bonus of 
I per cent, to those who accept the conversion, and a 


guarantee against rcclem()tion for 

eight years. 

Besides the 

^ The loans contracted 

were as follows: 




Nominal capital 

Amount of 

Amount received 

created. 

interest. 

Dale. Millions of francs. Millions of francs. 

Millions of francs. 

August, 1870 

804 

1.327 

39'8 

Oclt)bcr, 1S70 

20^ 

250 

15 

June, 1871 

2.293 

2,779 

139 

^ July, 1872 

• 3.49S 

4,140 

207 

Total 

6,803 

8,496 

400'8 


Cp. Viihrer, ii.'538 ; Leroy-Beaulieu, ii. 573. I'or a full treatment of the 
Rnance of the early years of the Third Republic, see Leon Say, Les Finances 
de la Fra/lce, vols. i. and ii. His account is first hand evidence. • 
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reduction in interest there i.s the additional advantage of 
consolidating the stock with the larger mass of existing 
3 per cents. 

Notwithstanding these important economics, both, llie 
annual charge and the capital account of the French debt 
are extremely heavy. Tl^: consolidated debt amounts to 
;f88o,000,000, with annual interest of nearly £2S,000,000. 
When the other liajpilities are added we get the enormous 
total of 1,300,000,000, involving an annual cost, <'f 
^50,000,000, of which about ;f3,500,000 is applied to its 
redemption.^ 

• The French debt is by far the largest in the world, 
being double the Knglish in annual charge, and over 
;^’500,aX),000 greater in capital amount This great accu¬ 
mulation of debt has been ,-\Jtogcther tho %ork of tlie 
present century. A comparison with the English debt will 
show the steps by which the latb:r has been approached 
and then passed. It is also interesting to note the widen¬ 
ing distribution of rettUs among the b'rcnch population. 
In 1830 the holdings of stock were only 125,000 in number. 
By 1869 they had increased tenfold, while in 1881 they 
numbered more than 4,000.000. The great mass of the 
debt is in the hands of Frenchmen, and divided amon^ all 
classes of .society. This, though in some respects .desirable, 
hampers a finance minister in such proces.scs as conver¬ 
sion or repayment, as the fundholders’ interest is at once 


The constitution of the Ftenrh ileht on January, ist, 

Interest. 

1901, wa.sas follows 
Capital, 


Million franc-s. 

Million francs. 

Perpetual Ktntes 3 i 

237 ■<) 

6,789 

*> 3 >* 

. 45 't 

15.211 

Redeemable 3 per cents. ♦ 

i' 4'3 

3,Si2 

Floating debt 

•2t 

1,145 

Annuities for life 

2i6'8 


Terminable annuities, &c. 

199-9 

- 

3.139 

Total 

1,245-6 

30.096 

• . 


The conversion of the 34 per cent, rm/es will lirinj; the general 3 per cents, 
to 22,000,000,000 frs. The capital v‘alue of the life charges cannot fce pat at 


less than 25,000,000,000 frs. 
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powerful, and in immediate opposition to that of the 
Statb. 

Some alleviation of the burden may in the future be 
reasonably expected from (i) the gradual redemption of 
the 3 per cent, stock created since 1878, a process to be 
finished in 1952, and (2) from tjie falling in of the railway 
property, which, as we saw, will happen at about the same 
time.^ But the benefits to be thus received will largely* 
depend on the methods employed in the next fifty years. 
If deficits are allowed to continue, if injudicious expen¬ 
diture is carried on, and if new public works are started, 
it is certain that a fresh debt, perhaps exceeding that now 
in existence, will be formed b/ the middle of the next 
century. 

§ 4. Italikn unity has, at least from the financial point 
of view, been purchased at a heavy price. Not only has 
the weight of taxation been inordinately increased, but a 
large public debt has been contracted. The new kingdom 
had to take up the debts of its predecessors, and from its 
formation up to 1875 each year’s budget showed an excess 
of expenditure over receipts.^ The use of loans, either 
openly, or by the issue of inconvertible paper, was the 
inevitable result. The latter expedient was in force from 
1866 to 1883, when it was removed by means of a loan of 
over £2^,000,000 in specie. Since then, however, there 
have been further deficits and an increase of liabilities, so 
that the total capital of the Italian debt at the close of the 
19th century amounted to 14,500,000, involving an 
annual charge of ;^j23,i94,ooo.® About ;6'6,ooo,ooo of tips 
sum has been an inheritance from the earlier States, and 
the war of 1866 is accountable fpr part of the balance ; 

* See Bk. ii. ch. 3, § 13. 

- * These annual deficit-., ‘ which began with iii5,ooo,ooo for iSfioand rose to 

nearly ;^2g,000,000 in the wp.r year 1866, becanic less than ;^^3,ooo,ooo in 1871, 
and only a little over ,^500,000 in 1874,’ amounted in the aggregate for the 
fifteen years (860-1874 to £166,000,000. 

• The principal stock is the consolrjated 5 per cent. ; its capital exceeds 
;^320,000,000. 
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but the great source has been the budget deficits in 
ordinary years, that have gradually accumulated ‘in the 
present heavy burdens. • 

The situation of the German States is in sharp contrast 
with that of the countries already considered. They arc 
not weighed down by ^ebt charges, and they have the 
advantage of pos.sessing assets against a good deal of their 
apparent liabilitiej. As appeared in connc.xion with the 
quasi-private income, the retention of the domain, .both 
agricultural and industrial, has been more marked in 
Eastern Europe, and this difference in polijjy has affected 
the position of the public debt. 

The use of a State tfeasure prevented the cmfiloyment 
of loans by Prussia up to the French war of T792. p'rom 
that time the public necessities were too pressing, and some 
debt was contracted, which by 1820 came to nearly 
;f33,000,000 with a yearly charge of ;^i,l4O,0OO, and a 
sinking fund which brought the total annual cost up to 
;fr,500,000. During the ne.xt thirty years the debt was 
reduced by the sale of public property and by suitable taxa¬ 
tion, until in 1848 the interest charge was only .^650,000. 
Between 1850 and 1870 there were increases both for 
public works and war expenditure, that by the end ftf the 
latter year brought the total debt to £66,yoo,opo. Since 
then the purchase of the railways has added heavily to the 
nominal debt. The proces's of redemption has also been 
carried on to such an extent that there is an actual 
diminution of the non-productive part. In fact, the railway 
receipts have in Some years more than sufficed to meet their 
expenses and the whole cost of the interest and sinking 
fund on the debt. The totdl debt has grown to nearly 

330,000,000, and the interest charge to nearly ;^i 4,000,000, 
but owing to the assets acquired by its. means, the Prussia 
debt is less oppressive than that,of any other European 
country.^ . 

The four important seepndary States in Germany are 

* For the Prussian debt, see Cohn, §§ 488-94 ; Ncymarck, 3-6. 
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somewhat similarly placed. The whole debt of Baden is 
for railway construction, as is the far greater part of those 
of Saxony and Wurtemberg. Two-thirds of the Bavarian 
debt was incurred for the same object. As the railways 
have in recent years contributed more than the interest on 
their part of the debt, there is a, considerable relief to the 
taxpayers, and if liquidation were necessary, the assets 
would leave a balance. 

A-t its establishment the German Empire took up the 
debt of the North German Bund, which consisted in loans 
for the war of 1870-1, amounting to over ij30,ooo,oOO, and 
which has been almost entirely paid off. New loans have, 
however, been issued for extraordinary expenditure—and 
in the latest case to meet a deficit—which have brought 
the debt to itearly ;^i20,009,000 with an annual charge of 
;£'4,400,000. The various Imperial funds must be placed 
on the other side of the account; they, as we saw,^ come 
to ;^25,000,000, thus leaving over ;f90,ooo,ooo as the net 
liability. 

§ 5. The United States, again, have a different debt 
history from any of the preceding countries, and one that 
suggests some points of interest. After the adoption of 
the Constitution, Hamilton prepared and carried a scheme 
of funding by which the debts due to France and Spain, 
those owed to natives by the Congress, and lastly the debts 
of the States, were combined. ‘ The total debt was in 1791 
$75,000,000. Notwithstanding the creation of a sinking 
fund, the amount due increased in 179^ to $84,000,000. 
By 1812 it was reduced to $45,000,000. The war with,. 
England led to a greater outlay, which was for the most part 
met by loans.^ In 1816 the debt had reached $127,000,000. 
From that point there was a steady reduction, till in 1835 
dhe total debt was qnly $37,000, or practically nil. During 


^ See Bk. v. ch. I, § 3. 

* Out of $70,W),000 war expenditure, $64,300,000 was met by loans, and 
$5,7OO,O0p out of the tax receipts, or 92 ^er cent, and 8 per cent, respectively. 
Adams, Public Debts, 124. 
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the following years some temporary loans were made, 
as e.g. for the Mexican War (1848), and the total* debt 
stood at about $60,000,000 when tlic Civil War broke 

out.' % 

The first results of the contest were a serious disturbance 
of industry and coinmcrct^and a great increase of expendi¬ 
ture. No adequate tax-system was in existence, and 
accordingly the ejetraordinary expenditure was at first 
almost entirely met by the use of credit. Treasury nqtes, 
culminating in inconvertible paper issues, and funded debt 
were both employed. It was not until i86j. that tlie tax 
tevenue was made a really effective contributory to the war 
expenses, but from that date its development was rapid.' 
Soon after the close of tlic war the clebt touched its highest 
point. According to Mr. Holies, ‘On the ift September 
(1865) the debt recorded on the books of the Ireasury 
reached its maximum, tiiough a large amount of war 
obligations, pensions, &c., were’ not yet |)aid.’'’ 1 his 

maximum was represented by the sum t>f 1^2,846,000,000, 
of which only $1,110,000,000 was funded debt, and alxnit 
11460,000,000 inconvertible paper; the enormous sum re¬ 
maining—$1,276,000,000 - was in the form of fioating debt, 
most of it immediately repayable. The cash reserve in the 

> The smallnc.ss of the delit in the period 1836 6o will lx; hc.st grcalis.'d tnnn 
the fact that its caitital amount rarely exceeded, and in several years was much 
under, the annual income of the h'edcral ('lovernment. 


^ The following table .show 

s the relations 

of loans to lax reV' 

enuc in the years 

186166. 

See Adams, 132. 



Percentage of 

Year. 

Revenue. 

Loans. 

Total. 

Million 

Million 

Million 

loans to Itital 


dollars. 

dollars. 

dollai.s. 

receii)ls. 

1861 

Ai-5 

237 

65*2 

35 

1802 

51-9 

. 43,r6 • 

46 S *5 

89-5 

1863 

II2’6 

595'6 

708-2 

S5 

186 t 

264 ’6 

696 

960-6 

72-5 

I860 

3337 

864*8 

1198-5 

74 

1866 


92 ’6 

, 65 o <> 

14 

» Bolles 

1, Financial 1861-1885), 

306. According 

to Prof. Adams, 


‘the interest*l)earing obligations of the United States stood alHheir maximum 
in August, t865, amounting at that ^alc to $2,381,000,000. Publu Dt^btSt 

249 - 
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treasury was, however, only S88,ooo,ooo, leaving net' 
liabilities to the amount of $2,758,000,000. 

The great financial problems for the Secretary to the 
Treasury were therefore (i) to pay off, or fund, the floating 
debt, and (2) to provide a permanent scheme for the future 
extinction of the immense liabi^ties created by the war. 
The former required immediate attention, and was success¬ 
fully managed. In a little over two years the floating debt 
was ^brought down to $408,000,000, and the inconvertible 
issues reduced by over $20,000,000, while new funded debt 
to the amoupt of $686,000,000 in 6 per cent, bonds had 
been issued. The temporary obligations were cleared off 
in 1868, leaving free scope for the repayment, and when 
possible the conversion, of the funded debt. 

A sinking fund law had been enacted in 1862, but as there 
was no real surplus till 1866 it was inoperative, and in fact 
the payment of debt has not been carried on in conformity 
with that law. It has, notwithstanding, been on an immense 
scale, as the following short table proves:— 


Year. 

Capital, 
Million dollars. 

Interest Charge, 
Million dollar^ 

Rate of Interest, 

1865 (Sept.) 

2756-4 


6-34 

186,8 (Nov.) 

2484-9 

126'4 

s-s 

1881 (Nov.) 

1408-5 

47-3 

3-92 

1889 (Uco.) 

1056-1 

41 

3-7 

189‘2 (June) 

58s 

22 9 

3-9 


Thus in a little over a quarter of a century $2,ioo,ooo,0(Xi 
was removed from the capital liability, and the annual 
payment reduced by nearly $130,000,000. This at first 
sight extraordinary result was due in part to the high 
credit of the United States Government, which enabled 
the 6 per cent, and 5 pej cent, bonds, as they fell due, to 
be reduced to 4^ per cent, and even 3J per cent. A more 
potent cause existed in the receipt of large annual sur¬ 
pluses, the natural consequence of the high duties on im¬ 
ports. The protective system was in this way the cause 
of the repayment of the war loans. From the financial 
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point of view it is plain that a like result could have been 
reached at much less real cost and sacrifice, if moderate 
duties had been used ; but then it is doubfful whether in 
that case the policy of repayment would have been,so 
firmly adhered to. 

As a result of this vigorous treatment the position of the 
federal debt ceased for a time to be a prominent question 
in American financt^ Such importance as it had arose 
in connexion with the management of the treasury apd 
the banking system. The first change in this satisfactory 
condition was the outcome of the depression, of 1891-3. 
In order to maintain the gold reserve the plan of i.ssuing 
loans, was tried.* Owing*to the increase of expenditure 
and the*policy of the Tariff Acts of 1890 and 1894 the sur¬ 
pluses which had been realised,in every year'since 1874 
were replaced by deficits,^ which in the si.x years 1893-9 
amounted to $281,0x1,000, the war with Spain only 
accounting for a small part of this sum.^ Consecjuently 
the debt increased from its minimum point of 1892 
to $1,046,048,000, i.e. an addition in seven years of 

* See Noyes, Thirty Years of Ameriran Finance, chs. 9, 10. 

9 'j'jjg following figures show the position of the United States halanct^ for 
the last fourteen years:— 


ending June 30. 

Dollars, 
ooo’s oinitted. 

1883 


119,612 surplus. 

1889 


105,053 „ 

1800 


105,344 .. 

1891 


37.239 .. 

1892 . 


9 . 9'4 .. 

1893 


2,342 .. 

1894 


69,803 ileficit. 

1895 


.72,805 „ 

189 C 


25,203 „ 

1897 


18,0/2 ,, 

1898 


38,047 ... 

1899 


89,111, ,. 

1900 


79,527 surplus 

1901 


77 . 7<7 


» A special 3 per cent. ‘ ten-twenty’ loan of 1198,000,000 was issued jn 1898 
lor this war. 
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$461,000,000, or 78 per ccnt.'^ The interest charge, in spite 
of the low interest on some of the loans, also advanced to 
$40,347,000. T*ne financial years 1899-1900 and 1900-1 
have both seen reductions of the capital charge and 
interest. The process of conversion has been actively 
carried on, three, four, and five per cent, loans being con¬ 
verted into a two per cent, stock. Thus the 4I per cent, 
debt has entirely, and the 5 per cent, very nearly, dis¬ 
appeared, and almost half of the capital bears only two per 
cent, interest, while the average is less than three per cent.‘^ 
Should the revenue continue to show surpluses as large as 
those of 1900 and 1901 the practical e.xtinction of the debt 
will be soon accompli.shed. 

§ 6. The debt systems of other countries need not be 
considered 'hi detail. They exhibit the same general 
features, but in some cases afford in.structivc variations on 
tho.se already noticed. The mo.st important countries are 
Austria-Hungary and Russia. In the former there is a 
separate account for the old common debt existing before 
1867, and each part of the dual monarchy has its own 
debt account. The interest charge for 1902 is 14,750,000 
for Austria, and ;^io,875,000 for Hungary. The combined 
capital amounts to £550,000,000. The Russian debt has 
been affected all through its history by the inconvertible 
paper currency and the autocratic character of the govern¬ 
ment. In recent years the expenditure on railway exten¬ 
sion has been another cau.se of increase. In 1892 the debt' 
capital was £575,000,000. After ten years it had increased 

^ The highest point was in Nov. 1899. 

* On June 30lh, 1901, the following were the several slocks :— 


$ 


5 per cent. 

redeemable 1904 .... 

21,854,100 

4 

H 1907 ... 

- 257,376,050' 



33,320, 

4 

1925 ... 

... 162,315,400 

3 

« ,, 1908-iS 

99,621,420 

2 

M 1930 ... 

... 445,940,750 


. 

987,141, 


By M^rch ist, 1902, tlic capital charge was further reduced to $937,02i,td«. 
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to ;^693,000 ,ooo with an annual interest charge of 
£27,600.000} , ’ 

Another interesting group of debts is that of the Ih itish 
Colonies and dependencies. The Indian debt is aU^iit 
165,000,000; the Australasian colonies have a total debt 
of ;^240,000,000 ; the Cana*lian Dominion £70,000,000, and 
the South African colonics ,^40,000,000.’ Most of these 
sums have been bornowcd for reproductive purposes. 

One general fact is discernible in the course of the 
modern history of debts, viz. the universal tendency to 
increase and in some cases to press dangerously on the 
limits of national solvency. Any attcm[)t to present the 
total aryount of indebtedness at a given lime soon becomes 
misleading, owing to the growing liabilities of the world. 

* The assets available against this char_i;c arc not easily valued. 
depends on the future policy of llio State. 

^ The sctlleincnt after the South African War will certainly double this 
figure. 
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THE TIIEOKY OF PUBLIC CREDIT AND PUBLIC DEBTS 

§ I. The peculiar position of the state economy ^.nd the 
great importance of public borrowing have both tended to 
obscure the fundamental truth that public credit is but one 
form of credit in general, and is, or ought to be, regulated 
by the same leading principles. Many of the most serious 
errors in this department of finance have been due to the 
belief that the State in its borrowing was emancipated from 
the restrictions that prudence imposed on the individual, 
and that it might safely indulge in experiments that would 
soon land the ordinary citizen in bankruptcy. 

A reference to the nature of credit shows that a national 
debt is no creation of wealth ; that at best it can only, in 
Bagehot’s phrase, be ‘ additive ’ and give greater energy to 
production. Moreover, this position is only attained whcr<? 
tt>e credit is ‘ productive,’ i.e. used in assisting the creation 
of fresh wealth. Where the resource whose use is obtained 
by credit serves merely for some object which, however 
important, is not conducive to economii^ production, then, 
either for the individual or for the State, there is so far a 
loss of material power'. Present borrowing of this latter 
-kind implies less income in the future until the loan is 
repaid. In like manrter the limits of individual and public 
capacity fer borrowing are determined on the same prin¬ 
ciple. , Each person can only borrow on his disposable 
income ; a State or subordinate political body must depend 
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on its quasi-private and tax receipts, and must deduqt its 
necessary outlay. The fund on which a public hotly can 
call is that part of the income of individuals that the tax 
collector is able to appropriate, and it is on its amount that, 
in the last resort, borrowing power depends. , 

With regard to the mecftenism of public credit the same 
fact exists. A State entering the money market for a loan 
stands on a precisely^5imilar footing to thcindustrial corpora¬ 
tion. It must conform to the usual course of busine.ss, and 
it must submit to have its solvency gauged in just the same 

v^ay_by the price at which it can obtain accommodation. 

State credit is, then, we may fairly conclude, one branch of 
the modern credit system, and its general aspect is the 
same as that of industrial or non-industrial credit, respec¬ 
tively, in the case of private ecohomies. 

§ 2. But though this general conclusion is abundantly 
warranted, and may be usefully omployed in dispelling 
certain fallacies on the subject, there remain for notice some 
special features of public economy that give a peculiar 
colour to its borrowing, more particularly in the ca.se of the 
central government. The sources of individual wealth 
reside in property or personal capacity to earn ; it is fj;om 
them that all private income comes. But the State’s 
revenue is mainly derivative; it can compel the taxpayers 
to supply it with funds. The method of borrowing is there¬ 
fore naturally suggested, where heavy taxation is for the 
moment undesirable, and is further encouraged by the fact 
that public credit has the advantage of resting on a broader 
aftd more enduring basis. So far as a public domain is in 
existence, loans may be regarded as virtually mortgages 
raised on its security, as fnany early^loans actually were in 
form, as well as in fact. 

A second peculiarity of public cconoidy is the difficulty ' 
of sudden retrenchment in its case. l*he individual, or even 
the industrial company, can cut down expenses, ff receipts 
fall below their former level.* Their expenditure is .more 
elastic than that of the State. Decline in revenue receipts 

U,U 2 
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will ijot justify the disbanding of the army, or the dismissal 
of civic official's. Consequently, when under any given 
state of things a deficit is imminent, and new taxes are 
not' for the moment available, borrowing is necessarily 
prescribed. . 

This apparent disadvantage is compensated by the 
greater permanence and wider field of public economy. 
Whatever may be the disasters of a fe'w years,* the normal 
feature during centuries is a growth of national wealth 
and income that it takes more than ordinary misgovern- 
ment to dis'sipate. We may readily explain the special 
forms of state loans by reference to this circumstance. 
The great variety of stocks and the complicated cor.ditions 
for repaym^Jit could only be adopted by a body of assured 
continuance and growing* resources, and in this respect 
the greater industrial corporations, that also have the pros¬ 
pect of long existence, present an instructive re.semblance. 

More important than any of the foregoing is the peculiar 
legal position of a debtor State. Unlike the private citizen 
or corporation, it rests within its own discretion to say 
whether or not it will meet its obligations. The creditor 
who wishes to enforce his claim against a State has_not at 
his command the usual legal machinery, the necessity of 
which is' proved by the frequent recourse to its aid.^ A 
national bankruptcy is a strictly legal proceeding, e.g. an 
Act of Parliament repudiating the National Debt would be 
quite as valid as any other measure. This privilege, which 
is inherent in any form of sovereignty, has been further 
extended to—or more accurately speaking retained by-^ 
such subordinate political, bodies as the ‘ States ’ of the 
American Union, which at one period of their history ex¬ 
tensively availed themselves of it.^ But where no trace of 

' Thus the situation of France in 1871 was an entirely unexpected one, and - 
could be no criterion for judginj^ the usual position of that country. 

® The peculiar treatment of Egypt and Greece is noticeable, as indicating 
the tendency towards international rt^ulalion in the case, not only of non* 
sovereign, but also of small independent States. 

* The ‘ repudiations* of 1840-50 are the best known examples. 
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supreme power remains, this exemption disappears, and 

the ordinary local governments are as amenable to, legal 
process for recovery of debts as any other kind of cor¬ 
poration.* 

Though released from legal liability, the sovereign 5 atatc 
is in practice under very powerful inducenvmts to pay 
its way. In the first pla&, if its creditors are foreigners, 
a failure to fulfil its agreement lays it open to remonstrance 
on the part of the foreign States affected, and possibly 
to even more rigorous measures. Tlie domain of inter¬ 
national law is not yet a settled one, and it is quite 
tonceivable that the observance of obligations to alien 
lenders may be one of it.'- rules in the future.- With regard 
to natfve creditors there is an obvious interest on the part 
of the State to do nothing that will injure thQ»n, and what¬ 
ever political power they possess will surely be used in 
their own defence. Stronger than either foreign or domestic 
influence is the economic sanction that protects the security 
of loans. The repudiating State shuts itself out from the 
future use of credit for the sake of a temporary gain. A 
national bankruptcy is a bar to any later borrowing 
unless on ruinous terms. The American ‘States’ have 
never recovered the shock that repudiation inflicted on»their 
position as borrowers. The best supirort to the policy of 
paying in full is derived from the economic advantage that 
a reputation for honesty .secures ' in the long run,’ and 
•nations, it must be remembered, have a far greater interest 
than individuals in paying attention to what happens ‘ in the 
long run.’ 

* § 3, The earlier theories on the subject of public credit 
were little more than the forma 4 statement of popular pre¬ 
judices. Ideas similar to tho.se 0/ I.aw on the nature of 

credit were somewhat widely dififu.scd. Thus we find the 

• • 

^ It must, however, he rcmcmhtnetl lh;it the mellitxl of procedure may often 
be complex, and make recovery of llie debt difficuli, if not lio|)4rless. 

* The case of Greece, just refcrrjjd to, and the possible diflicultie* of 
European States with the South American Republics may be refcrrcc>lo. 
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public funds described as ‘ a mine of gold,’ and state loans 
as ‘rpalised alchemy.’Credit was looked on as a fresn 
creation of wealth, and therefore public debts were naturally 
regarded as affording a clear addition to the national pos¬ 
sessions. Less extreme, but just as erroneous in principle, 
was the assertion that the 'debts of the State were quite 
unimportant, as they were merely due by the right hand 
to the left.^ This position—an evident declubtion from the 
cruder mercantile doctrine—was strictly applicable only to 
the domestic debt, and was so limited by Voltaire and 
Condorcet. Foreign creditors, it was thought, did take 
money out of the country, and therefore injured it; the 
resident received his interest, and.spent it at home. There 
is little difficulty in exposing this fallacy, which realty rests 
on the sam?. ground as certain views about expenditure 
and taxation already rejected.-’ The action of indebtcdne.ss 
on the economic system cannot be altogether without 
influence or effect, nor -can the consumption of masses 
of wealth be of itself beneficial. The confusion—not 
altogether unknown in later writers—between wealth' 
and evidences of ownership is the reason for the belief 
that public debts arc an addition to the material resources 
of the nation. Though in some respects the existence 
of debt may be the cau.se of new wealth creation, this 
interpretation of its effects must be dismissed as 
erroneous.'* 

$ 4. But the growth of debts in England and France in* 
the eighteenth century produced a very different opinion on 
the subject in the case of the most prominent writers on 
political and social matters. Montesquieu did not hesitate, 
to condemn public debts ; he refutes the idea that they arc 

> The former is Berkeley’s Account, Querist, No. 233 ; the latter phrase is 
jised by Pinto, a Dutch writer. Roscher, § 125, note I. 

* ‘ Les dettes d’un litat sont des dettes de la main droite i la main gauche, 
dont le corps ne se trouvera point aftaibli.* Melon, Essai Pohtique, ch. 23 in 
Economistes Financiers du l8"“ siicle, 749. 

* Cp. Bk. i. ch. 8, § 6, and Bk. iii. c^j. 2, § 2. 

* Maoieod’s theory of credit is tainted by this fault. 
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advantageous, and approves of the English conversion and 
sinking fund.* Hume is even more pronounced. Though 
declining to ‘waste time in declaiming against a practice 
which appears ruinous, beyond all controversy,’ he yet 
states very forcibly his objections, some of which‘had 
been already given by Montesquieu. The lugh authority 
of Adam Smith is on thfc same side. lie speaks of ‘the 
enormous debts which at present oppress, and will in the 
long run probably* ruin, all the great nations of luirojje,’ 
and his whole discussion of the funding system is irt an' 
extremely hostile tone.'* Both Hume and Adam Smith 
•prophesied that national bankruptcy would be the out¬ 
come of the continuous English borrowing. The course of 
event? has falsified this prediction, and later writers have 
not hesitated to pronounce it fallacious. According to 
Macaulay ‘ the proirhets of ’evil were under a double 
delusion. They erroneously imagined that there was an 
exact analogy between the case .of an individual who is 
in debt to another individual and the case of a society 
which is in debt to a part of itself. . . . They were under 
an error no less serious touching the resources of the 
country.’® The former part of this criticism is more than 
questionable. In all essential points the analogy between 
the public and private debtor does hold good, and .sliould 
never be lost sight of. It is no doubt true that tl>e material 
power of England was under-estimated, but then it was 
impossible to foresee the Industrial Revolution and its 
extraordinary results. The real error of Hume and Adam 
Smith lay in generalising from a too limited e.xpericnce, 
’and in assuming that no new forces would come into 
operation; just as Macaulay^ has probably erred in the 
opposite direction when he declares that ‘a long c.xperience 
justifies us in believing that EnglSnd may, in the twentieth 
century, be better able to pay a debt of .41,600,000,000 

t 

^ Esprit He LoiSj Liv. xxii. chs. 17, 18. 

* Hume, ‘ Essay on Public Credit.’ Wealth of Nations^ 3S7. 

• History of England^ U. 400. 
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than she is at the Jjresent time to bear her present load.’ 
The true view, which regards the debt as a pressure on 
an elastic body^. implies the necessity of measuring both 
the weight and the expansive power of the object on 
whith it presses. 

The Frengh war and the accumulation of debt that it 
caused brought forward Sinclair as a moderate supporter, 
and Hamilton as a vigorous critic, of the system of borrow¬ 
ing. The former maintains that puolic loans are the 
necessary result of the new method of conducting war¬ 
fare, and compares their advantages and disadvantages.' 
Hamilton’s vTork expounds with remarkable clearness the 
general rules applicable to the rt^anagement of debt, and 
contains among its fundamental principles the following 
proposition :, * If the periods of war, compared with those 
of peace, and the annual t.xcess of the war expenditure, 
compared with the annual savings during the peace estab¬ 
lishment, be so related, -that more debt is contracted in 
every war than is discharged in the succeeding peace, the 
consequence is a perpetual increase of debt ; and the 
ultimate consequence must be, its amount to a magnitude 
which the nation is unable to bear.’^ 

Now, this is merely the statement in hypothetical form 
of the condition from which Adam Smith and Hume drew 
their dismal conclusions, and, as expre,ssed, it is absolutely 
incontrovertible. A nation cannot, any more than an 
individual, keep adding continually to its liabilities without 
at la.st coming to the end of its resources. 

The influence of Hamilton’s teaching, which we shall have 
to notice again in respect to the method of repayment,^ is' 
plainly traceable in Ricardo’s ‘ Essay on the Funding Sys¬ 
tem,’ in which he declares his preference for ta,xes over 
loans, chiefly on the grounds that (i) imprudent expendi¬ 
ture will be checked by the dislike felt for heavy taxation 

* Sinclair’s History of Revenue, Pt. ii. ch. 2, i. 350 sq. ' 

* Hamilton, 9. 

^ * Bk. V. ch. 7 t § 3 - 
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and (2) the probability that taxation \till fall on revenue, 
while loans usually come from capital. Thus the ^mair. 
current of economic opinion was decidedly opposed to 
state borrowing. 

§ 5. A comparatively novel view of the effect of pilblic 
borrowing—though the germ of the idea is,in Ricardo’s 
essay—was given by Ciialmcrs, who in his Politkal 
Economy (1832) argued that the loan .system was economi¬ 
cally disadvantagco\is and op|)ressivc to the labourcr.s. He 
maintained that, whatever method be adopted, the whole * 
amount must be taken within the period, but that by taxa¬ 
tion the charge is spread over the whole revenue of the 
society, while by borrowing it is placed on that part of 
circulating capital that goes to reward the labourcr.s, and, as 
a necessary consequence, lowers their remung-ation to the 
benefit of the capitalists. In* fact, in his opinion, the 
system of borrowing puts double pressure on the country 
that adopts it; for there is the original sacrifice when the 
loan is contracted, and the later one involved in the jiay- 
ment of interest, so long as it remains outstanding, and 
finally in its repayment. The practical conclusion that 
follows from this train of reasoning is of cour.sc that no 


borrowing should ever take place, and that all expenditure 
should be met out of current revenue.* 

It is highly probable that Chalmers’s argument,*likc many 
of the ingenious points made by the secondary writers on 
• economics in the first half of this century, would soon have 
been completely forgotten, had not J. S. Mill seized upon 
and repeated it in. an early chapter of his Principles. He 
'asserts that the doctrine is substantially correct, though 
needing qualification, owing,to the possibility of the 
migration of capital knd in a later part of his treatise he 
endeavours to assign what is clearly an erroneous criterion, 
by which the real effect of any actual loan could be detei*- 
mined. 


* Chalmers, rolilkal liconomy, ii. 71 .sq. 

® Principles^ Bk. i. ch. 5* § 8, ilk. v. cli. 7, § I. 
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This curious doctrine is evidently based on an applica¬ 
tion pf the wages-fund theory in its most rigid form, and 
the general abandonment, or at least qualification, of that 
dogma would of itself suggest serious doubts as to the 
soufldness of any deduction from it. As we shall see 
in a later section, the argument is almost wholly unten¬ 
able, and rests on a very partial interpretation of some 
economic conditions peculiar to the time at which it 
originated. 

§ 6. The exigencies of practical finance had made the 
use of borrowing so general that the more practical students 
of the subject recognised the necessity of the loan system.' 
In Germany especially is this view to be found. Jacob, 
Malchus, Rau, and Nebenius, while all dwelling on tne evil 
effects of loans, accept them as a legitimate expedient. 
The arguments of Adam Smith were blended with the 
results of positive experience, and if the combination was 
not always consistent, it at least had the merit of being 
eminently common-sense.^ " 

The same judgment can hardly be passed on a later 
German theory, originated by C. Dietzel, which regards the 
loan .system as the true mode of defraying extraordinary 
e.xpe.nditure. This view, which has been already noticed 
in another connexion,^ regards the State as being a part of 
the imma'terial capital of the society, and any unusual 
outlay for its service as, in fact, an investment. To 
charge to revenue what is really due to capital is therefore ■' 
a mistake in public bookkeeping, and, what is far worse, 
an injustice to the actual taxpayers. So contemplated, 
the issue of loans becomes a normal part of the working 
of a progressive State. Instead of regarding the process as 
wholly condemnable, or at best as a necessary evil, we 
should, it is maintained, look on it as both ju.st and 
beneficial.® The upholders of the theory have arrived at a 

' On these writers see Cohn, §§ 511-14; Roscher, GeschichU^ §§ 152, 160, 
195, ■ Bk, i. ch. 8, § I. 

^ See r. Dietzel, System der Sta<stsanleihm\ Stein, iv. 421; Wagner, L 
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diametrically opposite position to * that occupied by 

Chalmers, and one which, if generally adopted, woul^ pro¬ 
duce very serious practical consequences. • 

§ 7. A criticism of the preceding doctrines supplies the 
first steps towards a true theory of public debt. The‘idea 
of Chalmers that the system of borrowing presses too 
heavily on the labouring Sclass can be easily shown to be 
fallacious. In the first place, it is not true that all loans 
come from capital', they may be obt.iincd from savings 
made for the purpose.* The prospect of a new and secure* 
investment is a stimulus to abstinence, and .so far as it is 
•operative the labourers will not suffer. But ^ven granting 
this erroneous assumption, it by no means follows that 
loans derived altogether from capital are taken from wages. 

‘ The loan,’ .says Mill, ‘ cannot have been ta^en from that 
rortion of the capital of the’country which consists of 
ools, machinery, and buildings. It must have been 
vholly drawn from the portion employed in paying 
abourers.’* He, however, offers no proof, or attempt at 
woof, of this proposition, which is plainly untrue. The 
imount taken in loans comes at first from floating capital 
hat would otherwise have been applied to fixed capital, 
aw material, or the payment of workers in proportions 
letermined by the actual circumstances. Again, the effect 
)f the employment of the loan is altogether disregarded.^ 
m so far as it is expended on hiring services it actually 
ends to raise wages, so that, reasoning from the wages- 
und position, what is taken by the abstraction of capital 
s restored by the outlay of the borrower on labour. The 
Jtter unsoundness of the doctrine that all loans come 
rom wages will appear from tjie absurd result to which it 
eads—viz. that where 'wages are at the minimum it would 

44 sq.ifor statements of the doctrine. Cohn, §§ 515-7. supplies a pointed 
riticism. 

* This was probably true of part of the Fren^ loans of 1871-2. 

® Principles., Bk. i. ch. 5, § 8. , 

* Mill briefly refers to this point in a footnote to his later editions, Bk. I. 
<*.'5, § 8 (6th ed.). 
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be impossible to borrow without starving some of the 
workers.* 

The facts that^Dublic loans are in many cases international, 
and that in any event capital is capable of migrating from 
couhtry to country, are allowed by Mill to have weakened 
the theory that we are considering. If loans really come 
from the international market, iiny pressure must fall on 
the labourers of all the countries which contribute— e.g. 
South American borrowings would have injured English 
labourers. He is therefore led to suggest that so long as 
public borrowing does not raise the rate of interest, the 
labourers are not damnified. This qualification is again’ 
unsound ; for every loan must, pKp tanto, tend to raise the 
rate of interest or to keep it from falling. There is ho line 
or wall of separation between capital for home and that for 
foreign investment.^ The growth of international relations 
has rendered antiquated any argument from the hypo¬ 
thetical ca.se of an isolated country.^ 

Such considerations as the foregoing make it difficult to 
understand the acceptance of the doctrine by Mill. The 
explanation is to be found partly in a special case which 
seemed to give it support, and partly in a portion of truth 
that ,it did, in fact, contain. The great instance of state 
borrowing known to Chalmers and Mill was that by Eng¬ 
land in the period 1793-1815, and at that time the labourers 
were suffering, while the capitalists .seemed to prosper. The 
real causes were of cour.se different,* but the concomitance - 

' Mr. MacDonald Journal, \\\. 24-28) misapprehends the doclrine 

of Chalmers which he criticises. ■ 

® Mill, Principles, Bk. v. ch. 7, § I. Ilis error has been exposed both by 
Cairncs, On the Best Method of Raising the Supplies for IVar Expenditure, lO, 
II, and by CHfle Leslie, Notes (privately printe'd), 17, 18. 

' For a clear statement of the‘modern molnlity of loan Capital see Cunning* 
Ijam, British dissociation Report (1891), 727. 

* The labourers* sufferings were really due to the continued bad harvests, the 
depreciated paper money, the restrictive laws against lalx>ur, the old Poor Law, 
the check to iipports by war, and the industrial revolution. The capitalists 
gained by the greater use of machinery and the command that England at 
times obtained over the supply of foreign markets. 



CHAP. V » THE THFjORV of PITRI jr riEBTS 


66g 


of the two .series of facts gave a plausibility to the theory 
that it would not otherwise have had. The clement of 
truth contained in it was that public borrowing is a demand 
for loanable capital which helps to raise its value—/.Cj the 
rate of interest.^ Higher interest leaves less for the other 
shares in distribution, and^s the employer and the landlord 
were able to hold their own, the prc.ssure fell on the 
labourers ; but this, could not be ascribed .solely to state 
borrowing. Taxation that really fell on capital would Ijave. 
the same effect. Wc cannot therefore adopt, as a sweeping 
^nd ab.solute rule, the proposition that the. State should 
never at any time obtain funds by borrowing. 

§ 8, The opposite theory, which puts forward the loan as 
a normal process of meeting ex(>enditure of t'hc extra¬ 
ordinary class, is open to quitc,as weighty objections. The 
expenses of the .State do, no doubt, vary from year to year, 
and any sudden increa.se which has U) be met by taxation 
may prove inconvenient, but on the other hand we have to 
remember that so-called ‘extraordinary’ expenditure is 
itself recurring.^ To treat all fresh claims as e xtraordinary, 
and to meet them from loans is an ea.sy, but a dangerous 
course. There is also the further consideration, that in the 
long run the revenue from economic receipts and taxation 
must, if the State is to remain solvent, balance ^hc outlay. 
So far as debt is not redeemed it is a permanent charge on 
the revenue, while its rcilemption must come from that 
source. If, taking a .somewhat lengthened period, we find 
that the ordinary state revenue meets expenditure, there is 
> no reason why—special emergencies excepted—-it should 
not do so in each financial year. Sudden changes in 
taxation may be morc.or less’inconvenient, but the system 
should be such as to secure some clastic sources of revenue. 
The English income-tax is capable,of discharging tl^is 
function, and the duties on commodities would also allow, 

* Cp. Sidgwick, /W. Economy (ist ed.), 323, for the fkossible effccl of 
inventions in so raising the rate of fnlerest as to injure labourers. 

> Cf. Bk. i. ch. 8, I I, ■' * 
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in case of need, of large increases. A theory that so 
markedly separates ordinary from extraordinary expen¬ 
diture, and assigns different funds for their immediate 
pay^nent, errs by unduly emphasising a non-essential 
distinction. 

That borrowing is justifiable to meet ‘reproductive’ out¬ 
lay is a further part of the theory, which is at once true or 
false according to the meaning given to the term. Actual 
purchase of productive property or creation of revenue- 
yielding works may fairly be defrayed by loans. The 
property or particular work may be regarded as the 
primary object of the debt, and is at hand to pay the interest 
on it. What we have called ‘economic’ outlay has a claim 
to be met by borrowing that does not hold in respect to 
other forms. “Taxation imposed for the purpose of adding 
to the domain has the disadvantage of taking the citizens’ 
wealth for the purpose of accumulation, and should be 
employed sparingly, if at all. To meet the cost of the 
purchase of the Prussian railways, or even of the English 
telegraphs, by immediate taxation, even were it practicable, 
would not be correct. 

This concession to the policy of borrowing should not be 
strctcl'.ed to include the cost of works or other state action 
that yields no revenue. Non-economic expenditure is 
primarily to be met out of income, and unless it can be so 
dealt with ought not be incurred. National culture, 
education, the promotion of social progress arc all most 
desirable ; but their promotion is not so urgently required 
as to need the use of borrowing by the public powers.' It 
is, indeed, true that much of state expenditure may be 
regarded as indirectly productive, and as likely to add to 
the national income in the future. A loan for the purpose 
of extending education, or for improving the housing of the 
workers, though it doe>s not directly provide the interest 
needed, may yet so increase the income of the community 
as to make the tax receipts greater, without any increase 
either iii' rates or in rigour of collection. Regarded in the 
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abstract such a proceeomg seems aeiensioie; the real 
objections to it arise from the difficulty of appliontion. 
The results of expenditure of the kind arc hard to trace or 
measure, and any statement respecting them must rest Jn a 
great degree on conjecture. The cost of the loan is definite 
and precise, and it constjtutes a real burden on the re¬ 
sources of the society. Prudence seems accordingly to 
suggest that borrojving should hardly ever be adopted 
except for strictly economic expenditure, and then gnly, 
when the extension of the state domain is clearly advisable. 
Political and social conditions come in to ligiit the purely 
financial action of the public powers.' With an individ¬ 
ualistic organisation oP society the c.xtension of public 
industries has naturally to be kept within narroV bounds, 
and will not comprise all possiljly gainful employment.s. 

One great objection to the use of borrowing, unlc.ss there 
is an equivalent revenue obtained by its application, is the 
necessary curtailment of the fu’ture power of spending. 
Large immediate outlay may, as we .shall see, be requisite 
in certain ca.ses, but for most of the usual forms of state 
activity the funds obtainable by taxation arc quite suffi¬ 
cient, and can be continually renewed. Each year meets 
its own expcn.se without causing any unevcnnc.ss ai the 
employment of the fund to be devoted to the purpose. 
Heavy borrowing, on the other hand, if persisted in for 
several years, so cripples the ordinary revenue as to compel 
retrenchment, or further borrowing on disadvantageous 
terms, until the limit of solvency is touched. This ap- 
profrriation of resources that will surely be needed in the 
future is a grave weakness in the borrowing policy. 

§ 9. We have now ,to examine the real effects of the 
system of borrowing, and for this.purpose it is requisite to 
clearly distinguish between the mere mechanism of a loan, 
and the actual economic phenomena, that arc its outcome. 
Reduced to its simplest form, a loan is a transfer of so 

‘ See Bk. i. ch. !» § 2 for this peexUarity of public economy, and cp. Bk. ii. 

cli. 3, § 21 . 
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much of the wealth of private holders to the State or other 
public body. By its aid the borrower obtains the disposal 
of the wealth in question, and as a consequence affects, or 
can affect, the production, distribution, and consumption of 
wealth. Thus we cannot doubt that the enormous English 
loans during the Revolutionary and Napoleonic wars had 
a powerful influence on the economic condition of the 
country, and we must believe that other cases of borrowing 
,^so far resembled this particular one. The application of 
public loans is, therefore, to be taken into account when 
seeking to estjmate their effects. If contracted for a purely 
industrial purpose—say railroad construction—it is quite 
conceivable that their influence on the state economy may 
be almost imperceptible. It may even happen that the 
actual applic'ation will bq the very one that private 
capitalists would have selected for their investment, in 
which case the public credit is only interposed as an 
intermediary between the real investors and the industry 
in which the wealth is placed. There is, of course, the 
additional complication of public management, but in 
essence the State is an unnecessary additional wheel in 
the mechanism,^ The expediency of borrowing for repro- 
ductiiw purposes accordingly depends on the policy to be 
pursued in reference to public industries. Where, as in 
Australasia, there is a decided tendency to keep certain 
classes of works under the public authorities, the policy 
of borrowing is by that fact justified.'^ 

Turning to the opposite case of loans applied unpro- 
ductively, the first effect is the diminution of capital anil 
the resulting loss of wealth. The typical example is that 
of a loan for carrying on war. Its use is turned from the 
support of productive industry to the purchase of com¬ 
modities and services to be employed unproductively. It 

' The profitableness of siic^ a method is, generally speaking, more than 
doubtful, but the Prussian railways may again be cited as an exceptional case. 

* The occasional depressions in colonial securities and the difficulty at times 
of procuring fresh loans illustrate the danger that attends such a system, 
and the uied for caution in its use. 
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is, however, itqportant to note that this distinction is 
not the consequence of borrowing, but of the ciiicuin- 
stances that have led to its destination it results from 
the extra expense, not from the particular mode of 
meeting it. 

But granting that the primary cause of the economic 
disturbance that accompanies extensive public borrowing 
is to be found iti the forces that have produced the increased 
state expenditure, it does not follow that the system^ of ^ 
meeting that outlay by loans, instead of by taxation, has not 
a serious influence on the economic conditions of the society 
Especially as there are, beyond dispute, some pointed con¬ 
trasts in the action of "loans and of taxes. The first, 
of these has been already emphasised in Chalmer.s's theory. 

A loan, it is said, comes from ^le nation’s c;»pital ; taxes 
from its annual income; the former reduces the fund that 
assists production ; the latter curtail immediate enjoy¬ 
ments. By borrowing we are safcrificing the permanent 
interests of the country for the sake of immediate relief 
That there is some truth in this position is untleniable, but 
it is very easy to exaggerate its importance. The sharp 
line thus drawn between revenue and capital does not, in 
fact, exist, as there is an evident reaction of each orj the 
other. Revenue is, indeed, the spring from which capital 
is fed, or rather at any given time ‘ revenue ’ and ‘ capital ’ 
are but names for different applications of the collective 
Tvealth of the community.' Large public borrowing stimu¬ 
lates saving, and thereby checks expenditure on enjoy¬ 
ments, while oppre.ssive taxation reduces the fund from 
which new savings are made, and .so far hinders the 
accumulation of capital. A loan for unproductive pur|)oscs 
is not always a pure destruction of national capital. 
Though the debt charged on the national wealth is^ 

* Cp. Bk. iii. ch. 2, § 5, and for a discussion <)f the conception of revenue 
see Marshall, Principles^ Bk. ii. ch. 4, §§3, 4, (3rd ed.). Prof. I'lshcr and 
Mr. Cannan urge that the distinction between ‘capital’and ‘income’ turns 
on differences in respect to time^ Economic Journal^ vi. 509 sq., vii. 199 stp, 
278 sq, * 
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increased, there may be some compensatitm in the larger 
available assets. 

A second point of contrast is in favour of borrowing. A 
loan is voluntary, and supplied by willing givers ; taxation 
is levied on the willing and unwilling alike, and, if heavy, 
is sure to cause discontent. The former has, therefore, the 
advantage of putting less immediate pressure on the indi¬ 
vidual citizen, though on the other side there are the future 
charges, and the effect on borrowers and labourers through 
the increased value of loanable capital to be taken into 
account. 

Thirdly, the equitable distribution of heavy taxation is 
not easily attained. Where very high imposts are laid 
some classes and persons arc likely to suffer unduly. The 
division of ■-the charge over a longer period by the use of 
borrowing makes the proper apportionment of the burden 
far easier, and more especially allows of sufficient time for 
its full consideration. Great and sudden changes in taxa¬ 
tion—particularly if they arc increases—are always evil. 
Some time is needed for the definitive incidence of a tax 
to become settled ; a truth exaggerated in the doctrine of 
Canard, but still having much weight in this special con¬ 
nexion. It might even be said that, to avoid disturbance, 
taxation should always be maintained at a level sufficient 
to meet the average outlay over a long period. Excessive 
expenditure in some years would thus be compensated by 
savings in others, and complete equilibrium between iri- 
come and outgoings would be the final result. The utter 
impossibility of forecasting the future cour.se of expenditure 
makes this method quite impracticable. The effort to carry 
out such a plan would end in an accumulation of debt 
that would not be paidvoff in the prosperous periods. But 
though so thorough an adjustment is not to be reached, the 
diffusion of the burden of loans, in opposition to the imme¬ 
diate pressure of taxes, is a difference to be taken into 
account iri considering their respective operations. 

The contrast may also be turned the other way. Just 
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as direct taxation is often advocated on the ground that 
it brings the real cost of the State mor^ clearly btfore 
the contributors, so has the policy of paying all expenses 
out of taxation been regarded as ‘ a salutary and wholescyne 
check’ on the natural disposition to indulge in extravagant 
outlay. To make things jmooth for the pre'sent at the 
cost of the future is not the duty of the wise and far-seeing 
statesman. 

Loans for war expenditure are particularly open to this 
objection, and it was in reference to them that Mr. (Gladstone 
pronounced his forcible condemnation of the pwlicy of bor¬ 
rowing.' There can be no doubt that the immediate 
increase of taxation will to some extent damp the ardour 
of a people for war, which, however, is sometimes a doubt¬ 
ful advantage. From the point oiiview of the administration 
the method of borrowing is decidedly preferable ; as, where 
taxes have to be imposed it isjieccssary to exercise 
economy and to keep expenditure within bounds, while by 
the u.sc of loans a government may even secure favour with 
the moneyed interest, and at the same time become 
popular amongst other classes by profuse outlay. 

Lastly, there is, or there may be, an opposition between 
borrowing and taxation in respect of their ultimate* in¬ 
cidence. With proportional taxation increased .to meet 
abnormal expenditure there is very heavy pressure on the 
receivers of industrial, or more generally of temporary, in¬ 
comes, which may have ceased to exist when the burden is 
removed. In the succeeding period of low expenditure the 
s»me class of incomes escapes lightly, though the recipients 

* ‘The expenses of a war are the mor^l check which it has pleased the 
Almighty to impose upon the aiabition and the lust of conquest that are in¬ 
herent in so many nations. There is pomp and oircumstance, there is glory and 
excitement about war, which, notwithstanding the miseries it entails, invests it ^ 
with charms in the eyes of the community, and tends to^lind men to tho.se evils 
to a fearful and dangerous degree. The necessity flf meeting from year to year 
the expenditure which it entails is a salutary and wholesome check, making 
them feel what they are about, and making them measure the cost of the benefit 
on which they may calculate.’ I/ansS^d^ March 6th, 1854. Cp. th^useful 
criticism in Northcote, Financial Policy, 259-264. 
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have benefited by the sacrifices previously incurred. This 
faiKSre in just distribution between different times may be 
met by the loan system, the interest on debt being paid by 
those who would otherwise have escaped altogether, but 
as we saw,* it can also be avoided by the use of taxes 
falling on 'property, such as succession duties, or direct 
imposts on realised wealth, though this course is surrounded 
by difficulties of its own.* 

§ lo. So far the contrast of borrowing and taxation 
as modes of meeting extraordinary expenditure, does 
not seem *^0 lead to any very decisive result. Some 
broad considerations favour the use of taxation : others 
of no slight weight give support to, at least, a moderate 
use of loans. But, in truth, there is not quite free choice. 
After expc'nditure has passed a certain point, borrowing 
becomes, if not necessary, at all events highly expedient 
The productiveness of every separate tax has its limits, and 
so has that of the tax-system taken as a whole. Each 
additional charge implies a more than proportional sacri¬ 
fice by the contributors, and greater difficulty in getting in 
revenue on the part of the State. The existence of the 
condition of ‘diminishing returns’in public receipts is a 
valVd ground for the employment of loans, when, all things 
considc’-ed, they will be less onerous than further taxation. 
It appeared that 15 per cent, was probably the largest pro¬ 
portion of the national income that, under ordinary condi¬ 
tions, could be taken for the state services, and though 
the limits of productivity are capable of being expanded at 
times of trial, we can hardly doubt that an income-tax pf 
five shillings in the pound would prove too much for even 
the United Kingdom. 

This principle admits of more extended application. If, 
when taxation is exhausted, a loan has to be employed, 
it is evident that before that extreme point is reached, 

* Bk. iii. ch. 3, § 12. 

* On this ground the imposition uf a properly tax to contribute lo the 
cost of the South African Wax would have been justiBable. 
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borrowing may advantageously be combined with taxation, 
and that the exact extent to which it should be used, will 
depend on a complicated calculation of the different 
elements involved. The cdst of taxation, varying as it 
does according to its forms and amount, must be weiglicd 
against the burden, present and future, of the .loan. This 
is no easy matter, and it can only be approximately worked 
out, if, indeed, it has not to be decided at once by the 
insight and instinctive knowledge of the statesman, who 
will be guided as much by the political, as by the purely 
financial conditions. 

* The practical solution is not, however, so difficult as 
would appear from the preceding paragraph. A good tax- 
system requires as one of its qualities a considerable 
amount of elasticity, and, as far js possible, th* first appeal 
should be made to taxation. The English income-tax is 
a valuable instrument for this purpose—as its employment 
in the Crimean, and, again, in the South African War shows 
—and its place in this respect is with difficulty filled by other 
taxes. Still, the customs and excise, if moderately well 
administered, will allow of increases for a special emergency. 
Tea, wine, and beer would bear much heavier duties in Eng¬ 
land, and sugar has proved to be a productive object. Jjomc 
of the duties on ‘ acts ’ could also be advanced in case of 
need, and would soon yield a larger return.* Thus, even if 
the actual expenses are at first met by creating a floating 
^lebt, the new duties will speedily pay off what has been 
Incurred. But when the limits of ready expansion are 

• * Professor Adams {Public DebtSy 94) objects to the use of the income-tax 

for the purpose described in the text, but it seems on insufficient grountls. 
He hardly makes due allowance ff)r the^spoedy yield of new taxes. * The 
finan'eier,’ bethinks, * may hope for assistance from his new taxes within eighteen 
months of their levy,’ ib. 140. The first dulfes would surely come in much 
sooner. Speaking of the incomc-lax Mr. Bkmdcn remarks, ‘ A further groat, 
merit in the tax is the promptitude with which ^s machinery can be brought 
into operation, the flow of funds in response to an increase of the rale beginning 
almost at once, and the full addition for the year being brougl^ into account 
within from nine to fifteen months, according to the period of the year at which 
the increased rate is decided upon.’ Ecomniic Jounialy ii. 642. • 
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reached, a loan is the suitable mode of obtaining further 
supplies. Where there is a pre-existing debt in course of 
redemption, the suspension of that process will add to the 
available funds,while if there is no debt, the light taxa¬ 
tion previously levied can be largely increased. This last 
consideration suggests a disadvantage in the existence 
of a permanent debt, in that it brings future borrowing 
nearer, by imposing so much additional charge on the an¬ 
nual revenue, and thereby reducing the disposable balance. 

"the probable duration of extraordinary expenditure is 
an important element in determining the mode of provid¬ 
ing for it. A sudden and large demand for a single yeaf 
may well be met by borrowing (unless the movable taxes 
and the suspension of debt redemption suffice), as it would 
not be desirable to disturb the whole tax-system for such 
a purpose. Where there is a fair prospect of continuous 
outlay on the increased scale, a readjustment of taxation at 
the outset is the prudent course.^ Failure in this cardinal 
point of sound finance was the cause of the great accumu¬ 
lation of debt in England at the opening of this century, 
and was also noticeable in the treatment of war expen¬ 
diture by the United States both in 1812 and 1861, to 
whicji instances the treatment of the French expenditure 
for the Crimean War, and recently that of England in 
South Africa, may be added.® 

On the whole, then, the rules applicable to the treatment 
of abnormal outlay for other than economic purposes may" 
be stated as follows :—(i) Expenditure should, as far as 
possible, be met out of the annual receipts, and therefore^ 
increased outlay should be balanced by heavier taxation. 

^ In England, c.^., the suspension of the terminable annuities and the new 
sinking fund,—which was employed in 1885, and again from 1899 to .1902— 
nrovides nearly ;^5,ooo,ooo for meeting the fresh expenditure. 

* For the passage of ‘ extraordinary ’ into ‘ ordinary ’ expenditure see Bk. i. 
ch. 8, § 1, 

* For the w^ak treatment of the English debt see Bk. v. ch. 3, § 4; for the 
American instances, Adams, 112-133 ; ^oss. Sinking Futtds^ 21-82 ; for the 
French c te, Bk. v. ch. 4, § 2. 
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(2) In the case of non-recurrent e.xpensc of largo amount, a 
loan is preferable to a serious disturbance of the normal 
tax-system, and may hxirly be employed.* (3) Where the 
abnormal expenditure extcittis over a .series of years, the 
various forms of taxation should, speaking generally,* be 
adjusted to meet it. (4) This general principle, however, 
fails where either (a) it would be impossible to secure an 
equitable division of the heavy taxation necessary, or (/;) 
where the limit of productiveness with regard to the several 
taxes would have to be exceeded, or fin.dly (c) where'for 
political reasons it is inexpedient to press heavily on the 
taxpayers. Under any of these conditions resort to loans 
as a si^plement to the tax revenue even for a somewhat 
lengthened period is defensible. • 

§ II. The fact that part of the funds obtaii*ed by public 
borrowing is derived from abroad is of some weight in 
judging the loan policy. Not that a foreign loan is in its 
purely financial bearings so different from a home one ns is 
sometimes supposed, but that the possibility of drawing on 
the capital of other countries weakens the argument in 
favour of taxation on the ground that, in any event, the ex¬ 
penditure must be met from the national re.sources. When 
taxation fails to respond to new demands, a foreign kian 
may supply the necessary sums, and the competition of 
alien with native lenders will enable the state toTaorrow on 
better terms, and with less effect on the rate of interest, and 
therefore to the advantage of the labouring class. Ikit from 
a purely financial point of view the source of a loan is really 
immaterial. In any case it is an immediate relief to the 
taxpayers, counterbalanced by greater charge in the future. 
Whether the wealth to be consiimed in the outlay, which is 
the primary cau.se of borrowing, be derived from the stores 
of home or foreign lenders may have some immediate 
influence, but when we bear in mind^tht close connexion o*f 
all the countries of the world, and the great ma.s.s of private 
borrowing from foreigners, it is evident that the distinction 
may be easily exaggerated.* 
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The political and economic effects of the greater 
mobility of loan capital in recent times are highly import¬ 
ant, and deserv^’ careful study, but they do not belong to 
public finance. The possibility of political complications 
in Consequence of a default in the payment of foreign 
creditors ha-s. been previously noticed.*- 

§ 12. Some important questions arise respecting the 
absolute amount of public debts, the pressure that they 
impose on the borrowing States, or other bodies, and the 
best mode of measuring that burden. For this purpose very 
different methods may be used. The most obvious is 
that which takes the nominal capital of the debt as the' 
basis of measurement. Thus, in 1870, France and the 
United Siates had approximately the same capital debt,^ 
and therefore, it might be said, an equal liability. The 
defect of this method is evident from the fact that it takes 
no account of the interest on the borrowed capital, which 
latter, is moreover, not payable at the creditors’ demand. 

* The public debt,’ as Lord Grenville put it, ‘ consists not in 
capital but in annuities,’ ’ and the capital amount of debt 
is ■ therefore no guide to the actual burden that it 
imposes. A second method might be employed by 
which the actual, instead of the nominal capital value, 
or in other words the market price of the stock, would 
be used as the test, but this again is open to the objec¬ 
tion that the real value is incessantly fluctuating, and 
at any given time represents only the value of the small ’ 
amount sold, not of the total mass of stock.‘ A third 
mode, by which a very different result will usually be 
reached, takes the interest charge as the measure; e.g. in the 

* Bk. V. ch. 5 , § 2. 

’ France had 7i5So,ooo,ooo, tt.2 United States, including the ‘ State debts, 
j^532,ooo,ooo, as their respective capital liabilities. Leroy-Beaulieu, ii. 597. 
Tne French debt, so far as the central government is concei ned, is probably 
here placed too high, but it serves as an illustration of the principle. 

* Essay m Sinking Fund, 29, quoted by McCulloch, note 33 to tVsaUk of 
Nations, 632. 

* Cp. Je^ons’ Theory, I19, 120, for this distinction. 
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just-mentioned case of France and the United States, as the 
former had most of its stock at 3 per cent., while thejatter 
paid 6 per cent, on much of its obligation^, the comparison 
was altogether in favour of France. 

All the foregoing methods deal with the absolute amount 
of the several public debts, and of themselves Jurnish but a 
slight clue to the sacrifices undergone by the people of the 
country. For this purpose a further combination is neces¬ 
sary, and the most popular plan is to divide the capital or ^ 
the interest charge by the number of the population, and so 
get the charge ‘ per head.’ How fallacious any test of the 
kind must be, has been already shown in respect to ex¬ 
penditure and it is equally plain here, as a comparison of 
the debts of England, the United States, an«^ Victoria 
against those of India, Italy, ar^d Russia, suffices to prove. 
The mere population of a country, any more than its area, 
is no measure of its wealth and financial capabilities, which 
must depend on so many differentrcircumstances. 

A far better test would be the relation of debt to the 
national revenue, or, again, to the collective wealth of the 
society. Such comparisons are, however, by no means easy. 
The annual income—and especially that part of it which is 
disposable—must always be more or less doubtful and 
estimates of national wealth, whatever method be em¬ 
ployed,® have even less chance of approaching accurately 
the real position. Nevertheless inquiries of the kind give 
*a good rough result, and in relying on them we may fairly 
compare the annual charge of the debt with the national 
revenue, and in like manner its capital value with the sum 
of national wealth. The annual charge of ;£’23,000,000 
for the English debt should be compared with the 
1,400,000,000 of national incotiys, as the £7$0,000,000 
of capital—subject to whatever deduction may be required 
‘ Bk. i. ch. 8, § 4 - » * 

■ The best methods are : (i) that of Sir R. Giffen, which capitalises income, 
and (a) that of M. de Foville, which takes the property changing hands by 
succession as the base of calculation. ^ Giflen, Growth of Capital; De Foviilc, 
La Frame Lconomiqtto {1887), 437 sq. 
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for its being under par value—should be placed against the 

12,QOO,CXX),CXX) which may be taken as the sum of British 
wealth.' In this way we get less than two per cent, as the 
proportion of income, and ovfer six per cent, as that of 
capital assigned to the public creditors. This great discrep¬ 
ancy indicates the omission of some important element in 
the capital estimate, which can be no other than the 
capitalised earning power of the human beings who make 
up the community. Wages, and industrial and profe.ssional 
earnings, are a part of the revenue, but not of the ordinary 
capital account of the nation.^ 

For practical purposes it is often convenient to take the’ 
proportion of the total state expenditure required for the 
payment Cf the annual debt charge as measuring its weight. 
Thus the smaller proportion of the English expenditure on 
debt in the later, as compared with the earlier years of the 
nineteenth century shows so far a reduction in the burden. 
The relations of public o'utlay to national revenue and the 
amount of service performed by the State are both elements 
to be considered before this ready test can be used with any 
accuracy. 

Finally, in estimating the weight of public debt, it is 
neces"ary to take account of the public as.sets that are 
available for its liquidation. The property employed in the 
discharge of the various public functions cannot be regarded 
in this light. The buildings and other non-revenue-yielding 
possessions of any government could only be sold at the' 
cost of abandoning the discharge of normal administrative 
duties. Such property is an essential condition of state ^ 
activity.^ Very different is that part of public property— 
the domaine privi of French administrative law—which 

* If we assume that the annual increase of wealth has not changed since 
I’SSs we can add over, 000,000,000 to Sir K. GifTcn’s estimate of 
;^io,037,ooo,ooo for that year. 

* Cp. Prof. Nicholson’s essay on ‘The living capital of the United King¬ 
dom ’ {Aloney, 2nd ed. 354-373), in which the highly conjectural value of 
;^47,000,000,000 is assigned to this facto»-, or group of factors, of production. 

* Cp. Lk. ii. ch. 5, § 1 for thU position. 
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supplies revenue. Land, forests, mines, railways, and other 

industrial enterprises have all a m.arkct value, and ;vould 
by their sale provide funds that could be Employed in pay¬ 
ing off debt. The real value of such state property is 
therefore fairly to be set off as a deduction from the rlebt 
before computing its capital amount, as for precisely similar 
reasons its atmual yield must be regarded as a mitigation 
of the interest charge. The importance of this consideration 
comes out very stfongly in respect to countries in the 
situation of the German States, the Australasian Colonics, 
and the Indian Empire.^ The greater part of the debt 
•incurred by all these countries has been for the creation 
of public works, which-.-be their value more or less than 
the w*ealth expended in their creation—are undoubtedly 
worth very large sums, and ^f in the han^s of private 
individuals or companies would be regarded as constituents 
of national wealth. The real debt burden of the countries 
so situated is much less than tlie apparent one. It may 
even be altogether removed. 

For the purposes of this allowance it is quite immaterial 
whether the property has been created by means of loans, 
or obtained in other ways. Revenue from the rent of land 
is as much an aid towards the payment of debt, as rqpcipts 
from railways constructed by loan.s. The economic re¬ 
venues of the State are a compensation, more or less 
effective, for debt expenditure.^ It is in connexion with 
•"the original application of loans that the distinction between 
property obtained by their employment, and that othcrwi.se 
derived comes up’for consideration. 

Estimates of the real weight of public debts arc, it is now 
plain, by no means easily formed ; the consider.itions to be 
taken into account are too complryc for ready and off-hand 

' Its application in local finance will appear in,Bk. v. ch. 8, § 3. The 
same plea is pwt forward by the Ru.ssian Go^prnment in mitigation of the * 
criticisms on its growing debt. 

• Thus the revenue obtained by the English Government from the Suer 
Canal shares is a deduction from the ;lebt. The suggested debt of .if 30,000,000 
to be placed on the Transvaal is of the same kind. 
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treatment. The only way of arriving at a satisfactory 
result.is by the use of each of the different methods of 
calculation, and a combination of their results with the 
due allowances previously pointed out. Where all point 
in the same direction a conclusion is easily reached; where 
they differ the selection of the proper ones depends on the 
object for which the inquiry is made. If annual pressure 
is to be ascertained, interest is more important than capital; 
if the cost of redemption is wanted, capital or market value 
should be the primary object of investigation. 



CHAPTER VI 


THE FORMS OF PUBLIC DEBTS 

§ X. The different forms that public borrowing may 
take'affect the actual course of public debt and ^ts develop¬ 
ment so much as to need careful notice. Noj- is the method 
of classification quite simple.* From one point of view 
loans have been divided into the three groups of forced or 
compulsory, patriotic, and voluntary business loans. The 
first was a favourite method with .sovereigns in earlier times. 
Up to the reign of Charles I. it was u.sed in England, 
and still later—as under Mazarin—in France. Spain and 
Austria have supplied more recent instances.' Such ex¬ 
pedients are, however, unworthy of a well-managed State. 
The compulsory loan is in fact rather a tax than a credit 
transaction, and it may be regarded as an 'advance of 
tax revenue. Its injustice and inconvenience ought to 
“effectually exclude it from the list of fiscal contrivances. 
The patriotic loan is, though for a different reason, equally 
inadmissible.* Experience shows that an appeal to national 
feeling is far less powerful than one addressed to self- 
interest. The British ‘ Loj'afty Loan ’ (1796), though fully 
subscribed, was one' of the most unsatisfactory in its 
results. Other countries, e.g. France in 1848 and Germany 

• • 

^ Leroy-BeauHeu, ii. 285-6: Roscher, § 13$. For the suggestion of a forced • 
loan by Pitt in 1796, see Sinclair, History of Revenue^ i. 344. 

* The British war loan of 1899 was described as a patrio^c proceeding, but 
the subscribers were immediately »blc to obtain a small premium, and, there* 
fore, self-interest sufficiently accounts for the large amount appliedafor. 
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in 1870, have altogether failed in their appeal to patriotism 
and fqr the same reasons; the Italian patriotic loan sug¬ 
gested in 1866 would also have certainly met the same 
fate. This result is not entirely due to the mastery of self- 
interest Over other considerations in the minds of investors. 
For the success of a loan certain technical conditions are 
required. It needs the aid of the dealers in money to be 
successfully ‘ floated,’ and in this respect the sentimental 
loan is wanting. Judged by its fruits the appeal to national 
feeling is a useless effort on the part of the State. 

Voluntary loans issued on strict business principles are 
therefore the only eligible mode of procuring funds in ’ 
time of need. Just as the normal agencies of supply are 
a more effective safeguard against scarcity than state super¬ 
vision, or pidv.^te benevolence, so is the sy.stem of depending 
on the investors’ desire of a reasonable return the right one 
in the case of public loans. So long as good .security is 
offered a supply of wealth will be obtainable by any State 
that requires it, and the most rigid application of business 
methods and the strictest conformity to the usages of the 
money market will generally prove to be the cheapest and 
most convenient course. 

§ 2. Another kind of distinction between loans is found 
in the conditions on which they are contracted. The first 
state debts were what would now be regarded as ‘ floating,’ 
i.e. they were advances repayable on demand. The need 
of keeping the funds, so advanced, for a lengthened period ' 
led to the adoption of life annuities, which in the tontine 
form were a popular method both in England and France. 
Under this plan the share of each deceased annuitant 
lapsed to the survivors, until with the death of the longest 
liver the whole payment ceased.^ The issue of ordinary 
life annuities has also been carried on, but only as a sub¬ 
ordinate part of the debt, and in England as a convenience 
rather for the annuitants than for the State. 

The terminable annuity has certain advantages over the 

1 Th'S system was named from Tonti, its inventor or populariscr. 
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less definite plan of life payn^jnts ; its exact charge can be 

estimated, and the time of extinction foreseen. As we saw, 
the annuity for a term was used as a bftnus to assist in 
the floating of many luig'iish loans, and, later on, as a 
convenient way of redeeming debt. When emirloyetl as 
the chief mode of borrowing it has the great/lisadvantage 
of depreciating year by year, and is therefore unsuitable 
for permanent investment, while to the purely selfish person 
it offers even less aftr.action than a life annuity. It is only 
as an agent for the redemption of debt, and when usecl in 
connexion with the available capital of ijublic deparlmcnts 
*or banking companies, tliat the terminable annuity becomes 
effective. 

The modern system of issuing Ronds red*;mable in 
sections by annual drawings is a refinement on the pre¬ 
ceding method.^ To the State the effect is precisely the 
same, as it is possible, by fixing the amount redeemable 
in each year, to make the annual payment even all through 
the period of redemption, while the capitalist is sure of the 
principal advanced, and of interest until he receives it. 
Still, it introduces a gambling element into the value of the 
stock, and makes the suspension of redemption at any 
time, no matter wh.at the pressure, a breach of^ faith. 
Borrowing may even be necessary in order to keep up the 
automatic process of repayment. As a means of encour- 
aging the redemption of debt it has undoubted merits, 
especially when that object would otherwise be neglected ; 
but it may prove both costly and inconvenient at times of 
sudden pressure. • 

Another modification has been employed in the United 
States. It is that described by Professor Adams ^ as the 
system of ‘limited option.’ Undgr it a minimum period is 
fixed before which the 'State cannot repay the loan, an_d 

* For a comparison between the terminable annuity and the stock redeemable 
in sections, .see Lion Say, Les Finances de la Frame, iii. 589-92. M. Say 
preferred the latter. 

* Public Debts, 162. 
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also a maximum one at which the creditor can insist on 
repayment During the intermediate time the State can 
repay at its ple'asure, but the creditors cannot insist on 
repayment Thus the ‘ ten-foi ty bonds ’ could not be paid 
off for ten years ; they might, if convenient, be discharged 
at any time during the following thirty years, but become 
finally diie when forty years have passed since the loan was 
contracted. The advantages of the method are that it 
prevents the loan being a floating one, while it fixes 
a limit to its existence. The time for final repayment 
may, however, happen to be inconvenient, and therefore 
such loans should be steadily reduced during the term of 
their optional existence. 

Opposed to, and simpler than, the foregoing forms is 
what is knowvi as ‘ perpetual ’ debt, i.e., where the stock is 
issued without any date for repayment, but redeemable at 
any time at the pleasure of the debtor. Limits to this 
power of redemption niay be introduced to add to the 
lenders’ security, or in consequence of some special arrange- 
ment,i but the general form is as stated. On examination 
it appears that the real nature of the obligation is to pay a 
specified annuity, with the option of wiping it out by 
returning the original capital. Further conditions may be 
added which prohibit repayment for a fixed period, but 
this is not usual, and, when the time elapses, the ordinary 
form is re-established. It is in this shape that the bulk of 
European debts exist. England, France, Italy, the Gerrriah ’ 
States give instances, and a reference to the advantages of 
the arrangement will account for the fact., _ 

In the first place the borrowing State is relieved from the 
ri.sk of demands for repayment of capital, and has only 
to provide for the periodical discharge of the interest. 
Extraordinary expenditure is distributed into a series of 
■■ smaller payments, which may be regarded as ordinary, and 
in consequence its pressure assumes a milder form. The 

A 

' Thus the present English ‘consols’ wMl not be redeemable until 1923) and 
the reduced 3 per cent. French RtHt$s are irredeemable up to 1910. 
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creditor is npt, however, prevented from realising the 

capital value of his loan. The modern stock e-xcliiinge 
makes the evidence of his debt a form of intangible wealth 
which he can always sell at* the market price. This may 
be more or less than the original sum advanced, but it is 
the value of the interest claim at the time of exchange. 
Again, the State is always able to redeem so much of the 
debt as it wishes, by purchasing in the market or repaying 
the capital, whicheveV is^most convenient, i.e. involves the 
smallest expense. The gradually improving credit of a 
prosperous country will allow of the reduction of the 
driginal rate of interest, as the threat of repayment will 
induce State creditors to«accept the terms offered. This 
use of conversion, as it is called, has been already illustrated 
in reference both to England agd France, and its service 
as a mode of redeeming debt will appear later on.‘ It is 
most easily employed in regard to the ordinary .perpetual 
debt, which is therefore so far superior to the other kinds. 

§ 3. But though the simple system of contracting debt 
redeemable at the debtor’s pleasure is, on the whole, the 
best, it does not follow that the total mass of liabilities 
should be reduced to that shape. Life annuities, terminable 
annuities, debt redeemable by annual payments, ai^ all 
useful forms under certain conditions. As agencies for 
reducing debt,or contractingeertain special classesof lenders 
they have a real function to discharge, and it is the part 
df^The trained practical financier to say how far each 
should be employed. Thus in England, the terminable 
annuities ought hardly to be allowed to exceed £ ioo,ooo,coo, 
as that amount is quite sufficient at any given time.''* The 
French ‘ redeemable ’ debt shoukl al.so be kept much below 
the perpetual rentes. 'I’he necessi^ of adjusting financial 
arrangements to the actual conditions is quite as imperative^ 

* Bk. V. ch. 7 , § 5 . 

’ The stock held by government departments does not cxcectV/'7o,o<x>,ooo, 
and U is by its use chiefly that annuities are created, as private persons do not 
regard them with favour. • 
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with regard to borrowing' as to taxation. One great 
advantage of the perpetual debt is its close resemblance 
to the stocks arid shares of ordinary industrial companies. 
The debt paid off by periodical drawings may suit a 
speculative class, just as life annuities are sought by tho.se 
who desire to use their disposable wealth in their lifetime. 
To suit loans to the taste of the market is one of the chief 
duties of a borrowing government. 

§ 4. This function commences at thb inception of a loan. 
Not only have its terms to be such as will draw the re¬ 
quired amount in the cheapest 'way ; the mode of offering 
it must also receive careful attention. At the commence¬ 
ment of the modern system of public borrowing in England, 
the usua') course was to invite a group of capitalists to 
furnish thej.required amount, as at the creation of the 
Bank of England, or a list was opened to which all persons 
might contribute. In this way the utmost competition of 
capitalists was invited. The French method of confiding 
the busine.ss to bankers was probably less efficient. It had, 
however, the merit of enlisting a powerful class in its 
support, and making it their interest to keep up its price, 
as their profit, in fact, depended on the premium that they 
could obtain for the stock, over and above the subscription 
price. Where capital is not widely diffused, and where the 
money-market interest is powerful, this may be the best 
way of conciliating opposition and gaining assistance. 
Where a loan is not peremptorily needed, the issu'c of 
bonds at a fixed price—as close to par as possible—which 
will be gradually taken up, is convenient, while in cases of 
great and pressing need an appeal to the public is decidedly 
the best. Where this latter course is chosen, the issue 
may be at a fixed price, or, better still, it may be to the 
highest offers, with a minimum rate below which no tenders 
will be accepted.^ Py such an expedient competition 

' The recent English loans for war purixtses have been at a fixed discount, 
which increased with each issue. By this course some loss was incurred, hut 
Uie moiMy-markct interest was conciliated. 
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brings the price up to the highest point, and those who 
offer the least favourable terms are not accepted. , The 
Australasian colonics have largely employed the method of 
taking the highest tenders dbwn to the price at which the 
loan is covered, and the same system has been applied to 
municipal loans in England. With the greatar division of 
capital for investment a direct appeal to the small lender 
is most likely to secure satisfactory results, as it is on him 
that any syndicate* of bankers must, in the last resort, 
depend. 

In many cases, however, a loan is floated abroad, and 
fhen, especially if the credit of the borrowing State does 
not stand very high, tho> intervention of a group of large 
capitalists who will advertise the loan cannot ^>a.sily be 
dispensed with. But in the cjse of a largcp State there 
ought to be no necessity for such aid. It borrows on 
sound security, and appeals primarily to native .investors, 
whose subscriptions, as in the case* of the French loans in 
1871-2, may often be derived from their sale of foreign 
stocks. 

§ 5. From the form and mode of issuing loans we now 
come to a much disputed question in this part of finance, 
viz. the respective merits of loans bearing high interestwith 
small nominal capital, and loans with high nomiipl capital 
and low interest. At first sight it would appear that all 
loans should be contracted at par, or as close to it as the 
ffoiiditions of the market will allow. Thus, if £\o,ooo,ooo 
is the sum required, it is obviously better to issue 
^10,000,000 of 5 per cent, stock than .£12,500,000 at 4 per 
cent. The interest charge js indeed the same in both 
cases, but when the time for repayment comes, the holders 
are entitled in the latter instance t» £2,500,000 additional, 
unless they sell under par, and the prospect of converting, 
the debt into a stock bearing low interest is pushed 
further off, as a 5 per cent, stock will be nearer par than a 
4 per cent. one. The issue^ of a nominal capital higher 
than the amount actually received seems accordingly un- 

'i H i 
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justifiable, and a departure from the plain and simple 
course of borrowing.^ So regarded, most of the English 
loans during the American and French wars would be 
unhesitatingly condemned, as they were borrowed in 3 per 
cent, stock at a price greatly under /or. This method, 
which is one of the greatest blots on Pitt’s financial 
administration, has been defended on the ground that the 
interest charge was reduced by it, since 3 per cent, stock 
commanded a relatively higher price than 4 or 5 per cent, 
stock. The proper proportion between them would be 60, 
80, 100, but the actual one was more favourable to the 3 
per cents. The explanation, of course, was that the lower 
stock offered a chance of gain through subsequent increase 
in value, 'which would be stopped in the case of the higher 
ones by confversion.^ A further plea is that of necessity. 
It is said ‘that Pitt had no choice.. . he had to borrow, not 
in accordance with his own views, but with those of the 
lenders.’* Neither defence is at all convincing. Hamilton 
has clearly shown that the difference in interest between the 
3 and 5 per cents, was only about gs. per cent., and that 
even this should be reduced by the advance of interest for 
the first year.* Now, such a gain is by no means enough to 
counterbalance the great creation of capital with its certain 
cost in the future. There was a small immediate saving, 
but on the assumption that the extra charge had been 
defrayed by loans, their amount would have been less than 

* Justification may, however, exist in tlie fact that the gain by lower interest 
exceeds the loss through the creation of more capital. As Prof. Miller justly 
remarks {Journal of Pol. Economy^ i. 141), ‘The whole question is largely 
one of financial arithmetic.* The point may be illustrated by taking the op* 
posite case of a loan bearing high interest and issued at a premium. Here 
the State gains in capital and lost? on interest, but it is tolerably evident 
that the lenders will take the two sides of the transaction into account and 
guard themselves against loss. The great ^objection to the creation of extra 
capital is the generally improvident character of state administration, especially 
where future advantage is concerned. 

* See Ncwmarch’s paper, * Loans raised by Mr. Pitt/ in Statistical Journal^ 
xviii. 104 sq., for an ingenious defence of the policy. 

* Lord Rosebery’s PUt^ 210. 

^ Hamilton, 197-206. 
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the nominal capital added fo the actual sum received. 
The plea of necessity is met by the existence of lowis to 
the amount of over ;^6o,000,000 in 5 per cent., and an 
;^8,000,000 one in 4 per cenf. stock. With sufficient de^tcr- 
mination, it is plain that far larger sums might have been 
obtained on the .same conditions. • 

The real explanation of this grave error is to be found in 
three distinct circumstances, viz. first, the belief in the 
virtues of the sinking fuijd which led to neglect of the futpi e , 
course of the debt; it was expected that by a mechanical 
process the liability would be wiped out, no ^matter what 
fts amount. Next, there was the hamj)cring influence of 
the usury laws which made interest over 5 per cent, illegal, 
and compelled the State, for the sake of crffisistency, 
to keep within that limit. A 6 jjer cent, or 7 per cent, loan 
would have been readily taken up, and at the close of the 
war would have been converted into a much lo*vcr stock, 
as happened in the United States dfter 1868. Lastly, there 
was the natural desire to keep the debt uniform, and as the 
great bulk of existing obligations bore 3 per r ent, interest, 
the new issues were modelled on their pattern and became 
an indistinguishable part of the general ma.ss of consols. 

The two former reasons were wholly bad; neither 
the sinking fund nor the usury laws contributed in this 
respect to the public benefit. Uniformity of stock is no 
doubt desirable. A large stock sells better than a small 
81 ^e,’ and there is less confusion and complication where 
a single rate of jntcrc.st prevails. But this advantage may 
be too dearly pur'chased, as it certainly is by increasing 
the amount to be paid in the course of redemption. At 
the lowest point of credit that the English l-'iinds touched 
in 1797, when the 3 per cents, werg only 47, it might have 
taken 9 per cent, or 10 p*er cent, (or, }3crhaps, 7 per cent, 
irredeemable for thirty years) to get » loan at par, but then, 
as credit improved, this load, not so much greater even at 
first, would have been reduced, and less than half the 
capital sum would have sufficed for repayment • 
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The system of unduly increasing the nominal capital 
has been extensively used in France with still less excuse 
than the English government could offer, and with the 
evil result of making the capital liability much greater. 
Nothing but either very favourable offers for a loan under 
par at low Irlterest, or the absolute impossibility of getting 
advances in any other way, can justify the procedure. 

§ 6. There remain for consideration two other forms of 
state liability, that are both in coiHrast with the classes of 
debt previously described. Thc.se are (i) the floating debt, 
and (2) the issue of inconvertible paper money. The 
former is perhaps the oldest kind of debt, and comes into 
being in the most natural way. In the management of so 
large a business as that of the public Treasury, it must 
often come to pass that tht* payments for services or com¬ 
modities will not be made at once, and that at some periods 
of the financial year the outgoings will exceed the revenue 
obtained. As a necessary consecpicnce, either the actual 
persons who suijplied requirements are for a time unpaid, 
or others advance the funds. Whichever it be, there is 
a temporary or floating debt. As the modern State is 
engaged in various business transactions, and is a lender of 
mondy to local bodies,^ it will always have a number of 
outstanding accounts against it, with corresponding assets 
on the other side. Should there be a series of budget 
deficits, the floating debt will, un'ess it is funded, speedily 
accumulate to a formidable amount, as has been the case 
in several countries. A failure in national credit generally 
drives a government to increase its floating obligations, 
which attract less notice than the regular issue of a loan ; 
and in all countries war or other special pressure may cause 
a temporary expansion of this kind of debt. 

^ As a general principle of finance it is unquestionable 
that the floating debt should be kept within the narrowest 
limits possible. The ordinary working expenses of the 
administration can be covered within the year, and usually, 

* ,Cp. Hk. ii. ch. 4} § 4, and Bk. v. ch. 8, § 5. 
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with the steady influx of the duties on commodities, in a 
far shorter period. The special liabilities in connaxion 
with savings-banks, or advances to local Tiodics, allow of 
being treated as distinct accounts, and the latter can be 
managed by a funded debt. A growth of floating charges 
is at best a mark of weakness in the treatment of the 
state liabilities. Though it may not always be convenient 
to fund a mass of temporary debt, and a little delay may 
be admitted, this case too exceptional to qualify Jhe , 
general rule. 

The great evil of a floating debt is its uncertainty. To 
te open to the risk of a sudden dem.ind for payment is 
to be jn the position of* a banker without the securities 
with which he provitles himself; and it is precisely in 
times of commercial difficulties 4 hal the call i.^ most likely 
to be made. 

Among examples of unduly swollen floating.debts the 
cases of the United States at the close of the Civil War, of 
England after the French War, when its amount was over 
£60,000,000, and of France at present, may be taken. 
Both England and the United States remedied their posi¬ 
tion by funding, and the same course is doubtless advisable 
in France. It might indeed be suggested that the flr^iting 
obligations should never e.xceed a year’s interest on the 
funded debt, but where the latter is very small this rule 
could hardly be applied, lyul that of kceiiing the temporary 
barges under one-fourth of the annual revenue might be 
substituted.^ 

, § 7 Inconvertible paper issues and their effect on 
economic and social life have been abundantly considered 
in works dealing with political economy and with monetary 
and currency questions. The jircsent is no place for 
such topics. Here we have only to examine the use of 4 
forced paper currency as a financial axpedient. A country 
with a .stock of the precious metals in circulation has a store 

' The Increase in the English floatiiig debt in consct^uence of llie gnat con¬ 
version of 18S8 was merely temporary. • 
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of wealth which it can obtain for use by the expedient of 
substituting paper for metallic money, and making it legal 
tender. A loan up to the value of the gold and silver in 
circulation is thus procured free of interest, and to a hard- 
pressed government this is no inconsiderable attraction. 
Actual and historical illustrations readily occur. England, 
France, the United States, Austria, Russia, Italy, not to 
speak of smaller States, have employed this agency, and 
have realised therefrom an immediate gain. The ulterior 
effects are not so desirable. The tendency to over-issue is 
too strong to be resisted, and therefore we can hardly find 
a case of inconvertible paficr permanently keeping itS 
nominal value. This almost inevitable depreciation in¬ 
volves a disturbance of the standard of value, and a nominal 
rise of prices that is on ^he whole injurious to the most 
important interests. Carried to a great height the issue of 
paper money is ruinous to national credit, while it makes 
the return to specie payments more difficult. At the 
utmost all that can be gained by the policy is the saving of 
the interest on a sum equal to the metals in circulation and 
reserve in the country, which can never be very large in 
proportion to the total revenue.^ Excessive issues, on the 
other hand, mean a heavy tax, levied on the creditor class, 
and a disturbance of the tax receipts of the government, 
which will be in depreciated paper,® and immense loss to 
all holders, if the forced currency is not redeemed at its 
‘ face ’ value, or expense to the State, if it is. . ' 

There seems to be a great body of evidence in support of 
M. Leroy-Bcaulieu’s view that the outbreak of war will in 
nearly every case lead to a forced currency,’ but this does 

' The metallic stock of the United Kingdom has l>eeii variously estimated at 
from\j^70,ooo,ooo tO;^uo,ooo,ooo, the interest on which would not exceed 
;^4,ooo,ooo. In other countries the amount would be greater, but the shock 
*0 established habits woubl also be more felt. 

• Governments have to acc ipt legal tender money in payment of taxes, unlest 
in the case of customs duties, which are often made payable in gold under the 
erroneous idea of drawing money into the country. Leroy<Beaulieu, ii. 692. 

* ii. 685 ; cp. the statements by Viscount Goschen and Lord Avebury tc 
the same effect Hansard^ April 28, 1882. 
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not in the slightest change o*r belief that such a course is 
both unnecessary and pernicious. The modern system of 
international borrowing is quite capable of supplying what¬ 
ever loans may be required, and these, as already argued, 
need not be much in excess of what is raised by taxation. 
An inconvertible paper currency, if it secure.^ a somewhat 
paltry gain, is, on the wh?)le, an expensive, dangerous, and 
unjust form of forced loan. 

In a work like thd present there is no occasion for further 
considering the technical forms of loans, whether* by 
inscription, by coupons, or other instruments. To keep in 
•apeord with the actual money-market systedn will be the 
aim of the prudent financier, who will naturally adopt all 
suitable expedients to make the stock as easily U ansferable 
and as secure as possible. 



CHAPTER VII 


THE REDEMPTION AND CONVERSION OF DEBT 

§ I. A STUDY of the conditions and limitations under 
which pubUc borrowing is alone admissible naturally leads 
to the conclusion that the jnaintenance of a permanent 
debt ought to be avoided. If loans should be contracted 
only under .great pressure, and to prevent the exhaustion 
of the agency of taxation; and if, while they exist, they act 
as a drag on the financial power of the State, it cannot be 
disputed that their speedy redemption must be eminently 
desirable. The .same reasons that made taxation preferable 
to borrowing give support to the policy of raising taxes in 
order to pay off existing debt. So far as loans are derived 
from capital, their repayment by taxes obtained from 
revenue is a restoration of the wealth previously abstracted 
from the work of production to its earlier and more economic 
use. In any event the return of their wealth to the funS^ 
holders will not diminish the economic power of the com¬ 
munity, as some productive employment will certainly be 
found for it, in order to escape the loss of income that the 
holders mu.st otherwise suffer. The redemption of debt is 
thus a mode of increasing the amount of national capital, 
unless on the hardly possible assumption that the whole 
amount of taxation raiijed for the purpose is drawn from 
capital, or in the case of a foreign loan.' 

* Sir R. (liffen has declared ‘ thal it would now be the wisest thing for us 
to give up eny attempt at the redaction of debt, so long, at least, a.s the mean 
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§ 2. The assertion of th!; general position that the 
redemption of public debt is desirable has necessajily to 
be qualified by reference to the particiifar circiiinstanccs 
of each case. As it is sometimes allowable to borrow, so 
must it be admitted that cases may occur in which iiefther 
borrowing nor repayment is judicious. In the.crisis of war, 
or under extra pressure of any kind, the suspension of the 
mechanism of repayment is obviously prescribed, and it is 
quite conceivable tfiat sjjch a state of things may long con¬ 
tinue. The utmost that English financiers could fiave 
done during the protracted war with France was to pay 
the current expenses of the State, and even this, as we 
know^ they failed to aecomplish. The postponement of 
debt redemption is in such cases a necessity, the*non-recog¬ 
nition of which was one of tli*; blots in th» sinking-fund 
theory. 

On precisely similar grounds should the anugint of debt 
to be paid off in any given yeal* be iletermincd. Sudden 
demands may make it prudent to reduce the sums devoted 
to this purpose, as a preferable course to the hasty increase 
of taxation. A review of the last forty years of English 
financial history supplies a series of illustrations. E.xactly 
the same redemption of debt could not be right yi such 
years as 1868,1885, and lyoo, when large extra e.xpenditure 
was incurred, as in years like 1873 and 1889, when consider- 
^jJble surpluses were realised. Rapid changes in the public . 
burdens are if possible to be avoided ; indeed one of the 
great services pf developed public credit is the assistance 
• that it gives in escaping this evil. But here, .again, there is 
a further influencing condition. A plan of redemption or 
reduction is generally, organficd as a permanent .system, 
and is intended to operate through a long series of years. 
Suspension of an arrangement of the kind for any sligjit 
cause has a disturbing cfifect that «is as objectionable as a * 
small increase of taxation. To stop the normal action of 

for paying arc really derived froiik taxes on capital/ Economic Journaly ix. 

363-4. 
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the English terminable annuities tor a few millions’ increase 
in expenditure would be a departure from a settled policy 
and a bad precedent for the future. The increase in outlay 
must be large in proportion to the total amount to justify 
such action.' 

Debt redemption must also be affected by the position of 
taxation. Where inconvenient and oppressive duties are 
levied it may be wiser, even with a view to ultimate repay¬ 
ment of lo.ans, to relieve industry and trade from their 
burdens and trust to the increased productiveness of the 
reformed system for compensation. This was the policy of 
Peel in 1842 and 1845, and of Gladstone in 1853 and i860. ’ 
As proved by these great examples, a thorough reform in 
fiscal policy may prove the best sinking fund, or, at least, its 
best feeder. Between the remission of very bad taxes and 
their retention for the redemption of debt, there is often 
ground for deliberation. Still, on the whole, the reasons in 
favour of substantial redemption preponderate. There is 
no hard and fast line between good and bad taxes. EVery 
tax is so far an evil, and any one may, if raised sufficiently 
high, become oppressive and unproductive. Now if we 
hesitate to redeem debt on account of the badness of the 
necessary taxes, we must remember that we are thereby 
rendering necessary the retention in the future of worse taxes 
than would otherwise be required. For let us suppose the 
several forms of contribution to be arranged in the order of 
their eligibility as follows—A, B, C, D, E, F. Then tfi’S’' 
surrender of F—the worst tax—in preference to paying off 
debt means the prolongation of the existence of E, which, 
ex hypothesis is worse than D, since with the disappearance 
of the debt the taxes appropria ' to its service would also 
disappear. The true adjustment is therefore more compli¬ 
cated, and requires for its scientific solution more refined 
• calculations than are ordinarily recognised.* 

I Perhapi ten per cent of the total amount would represent the limS within 
which increased expenditure should not alter the established sy^em. 

‘ Cp. Mill, PrincipUs^ Bk. v. ch. 7 . 8 2, for a statement of the cruder view. 
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§ 3. In the preceding sefction it has been taken for 
granted that all payment of debt is made out of syrplus 
revenue. * That, in Hamilton’s words, ‘ the excess of revenue 
above expenditure is the only real sinking fund by which 
public debts can be discharged,’ '• is a position too evifient 
to require formal vindication. Any valuable property 
possessed by the State can be employed to pay off liabili¬ 
ties, but only at the sacrifice of the revenue obtained from 
it. Both of public and jprivate credit it is indisputably true^ 
that repayment can be made in no way except by excess 
of receipts over expenditure. The only possible mode by 
*which either the individual or the State can get rid of 
liabilities is by making income greater than outlay. Hence 
in all well-organised financial systems the surjaius of each 
year is applied for this purpose, and in the continuous 
action of those excess receipts lies the hope of complete 
redemption. , 

So simple and obvious a fact efught to have commanded 
universal assent, but the phenomena of credit have always 
had a remarkable tendency to create misapprehensions 
respecting their true character, and nowhere more than in 
respect to public finance. The whole history of the ‘sink¬ 
ing fund’ doctrine is an illustration of this tenden^. In 
its earlier form the sinking fund was simply the surplus of 
certain parts of the public revenue set apart for the dis¬ 
charge of debt, and it derived all its efficacy from the excess 
revenue over expenditure. But very soon the fund, from 
being a part qf the financial mechanism, was transformed 
, into a positive entity, and treated as if it had an indepen¬ 
dent existence. On its security fresh loans were contracted, 
and the absurdity of borrowing with one hand while repay¬ 
ing with the other, was frequently perpetrated. 

The theory propounded by Dr. Price led to a new develop¬ 
ment. This writer dwelt on the g»eat effect of compound ' 
interest. He truly calculated that a very small sum would 
with interest upon interest accumulate in a few centuries 
I Hamiltoa, 10. 
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to an enormous amount. If siuch'a p/tnciple were applied to 
the treatment of debt, it would, he argued, secure its speedy 
repayment. AIK that was needed was a definite capital to 
start with, which would increase automatically by reinvest- 
mer.t of the interest, until it would equal the whole debt. 
If to every new loan a sinking fund of moderate amount 
were attached, its redemption 'would be secured by the 
growth of the fund through interest.* 

This extraordinary theory was reduced to practice in 
Pitt’s ‘Sinking Fund’ of 1786, by which a special board 
of commissioners was created and 1,000,000 annually 
assigned to them for the purchase of stock, which was not" 
to be cancelled, but allowed to .accumulate, the interest 
being applied to fresh purchases, until each original 
£1,000,000 lyrd risen to ;^4,ooo,ooo. Further additions 
were made in 1792. The surplus of that year, amounting 
to £400,000, and a further annual sum of £200,000 were 
voted to the fund ; it was also provided that all future 
lo.ans should have a sinking fund of one per cent, attached 
to them, by which they would be paid off in, at farthest, forty- 
five years.^ 

The pressure of war proved too much for the strict 
observance of this condition and various modifications were 
introduced, but the fundamental mistake of regarding the 
sinking fund as a separate and distinct source of wealth 
was still obstinately adhered to. From this error followed 
the simultaneous borrowing and redemption that were sG'p^ 
posed to keep up public credit, but which really confused 
the accounts, and increased the cost of management. Pur¬ 
chases of stock for the sinking fund and the issue of new 
loans at probably lower price meant so much loss to the 
State. A calculation of the differences shows that the 


* Price, Observations on Jiiversionary .. 4 n«KiVi«: criticised by Hamilton, 
129-48. 

* For Pitt’s Sinking Fund, Hamilton, 97-8; Ricardo, IVorbs, 517, For 
criticisms of it, Hamilton, 149-60 ; and for a more favourable dew, Rosebery, 
Fitt, 81-J. 
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annual charge impoAd by the use of the sinking fund 

during the period 1794-1816 was over ;^550,000. 

So mistaken a policy could not be maiiAained in tlie face 
of the rational criticism, which was supplied by Hamilton 
and Ricardo. The true principle of regarding the supplus 
as the sinking fund was recognised in 1819 b^ the resolu¬ 
tion of the House of Commons that a real surplus of 
;£^5,000,000 annually should be provided for the repayment 
of debt; but this course was not adopted owing to the 
bad position of the firtances, and finally, after a caft;fur 
inquiry, in which it was established that the method used 
• had added i ,600,000 to the charge between 7785 and 1829, 
the sinking fund in 1829 was abolished as a separate in- 
stitutTon, and the stock held for it cancelled. ^ 

The sinking fund has also been employed jn the United 
States, where it was introduceef, on Alexander Hamilton’s 
proposal in 1790, in order to deal more effectively with the 
war debt. Opinions have differed as to the relation 
between Pitt’s scheme and that of Hamilton,* but in any 
case the circumstances were widely different. Under 
Gallatin’s administration of the Treasury the system was 
reformed, and his admirers claim that he antici[)ated the 
doctrine of Robert Hamilton that surplus income is the 
only source from which debt can be paid off.'* The later 
sinking fund of 1862 has hardly operated in ^jractice, as 
owing to the large surpluses more debt was redeemed than 
Mm sinking fund provisions contemplated. 

Prom the foregoing facts it is evident that a sinking fund 
can be useful o'nly in so far as it is based on a surplus of 
* revenue over outlay, and, therefore, the belief in its efficacy 
rested on a fiction. Its sefle .advantage consisted in the 

pressure that it brought to bear on the finance minister to 

« 

* Sec Adams, Public Debts, *26$; Ross, Sinking Funds, 51-3 Dunbry, 

Quarterly Journal of Economics, iii. 46-54. ^ * 

* ‘There is disclosetl in ihe adminislralion of Mr. GalbUin (he true policy 

of debt payment. . , Under tlic guidance of his clear insight this country 
departed from tjje pernicious methods of English financiering.* Adams, 268. 
Cp. Ross, 60. * ^ 



704 * , PUBLIC FINANCE * book v 

supply the requisite funds, while ^its operations are scarcely 
perceptible to a public, justly if sometimes ignorantly 
impatient of taxation.’ ^ The effect was in practice to keep 
the surplus at a higher point th“an it would otherwise have 
readhed, and to prevent the reductions of revenue, which as, 
subsequent epcperience amply proves, were certain to be 
demanded. But this benefit was" too dearly purchased by 
the extra cost, and was always exposed to the risk of being 
swallowed up by fresh loans. ’ 

§ 4. The modern methods of recfemption are all founded 
on the necessity of providing surplus revenue for the 
purpose ; whfi'e at the same time they endeavour to secure* 
the stability of the sinking fund, by ear-marking a special 
sum to be,used in repayment. Such is the idea common 
to the new English Sinking Fund, by which a specified sum 
is annually devoted to discharge of debt, to the ‘ terminable 
annuities,’ and to the ‘ redeemable ’ debt as it exists in 
France. Under all these-systems there is a determination 
of part of the revenue to the purpose of repayment, which, 
if steadily persisted in, will extinguish the liabilities, unless 
the relief so obtained is used for fresh loans. 

The chief difficulty in the way of debt discharge arises 
from the carelessness or positive dislike of the great body 
of the taxpayers in respect to the adoption of vigorous 
measures for its attainment. The simple and straight¬ 
forward policy of appropriating a large surplus, maintained 
expressly for the purpose, to the useful function of reducfflg" 
the public liabilities is not regarded by them with approval. 
Unless surrounded by some rather complicated financial 
arrangement, which disguises the true nature of the process, 
the surplus is apt to be frittered away in expenditure, or to 
disappear by reductions of taxation. The redemption of 
the English debt after 1829 suiTered in this way, and 
' nothing but very exceptional circumstances could have 
brought about the great repayments of the United States 
debt after i£66. 


* Lord Rosebery, PiUt 83. 
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Nevertheless it is perfectly’evideiit that the redemption 

of debt must sooner or later be faced. If in times of 
peace aiTd low e.xpenditure no surplus is raised, and if 
borrowing is freely re.sortec1 to whenever c.xceptional de¬ 
mands occur, then the proposition previously quoted from 
Hamilton' will certainly Jdc aisplicablc, and the debt will 
ultimately ‘amount to a magnitude which the nation is un¬ 
able to bear.’ Insistence on this fundamental [Joint is the 
duty of the wise financier who legards the future as well as, 
the present, and is concerned for the ccjiitinuous prosijcrity 
of his country. The extent to which taxation should be 
carried for this purpose, and the particular arrangements 
adopted, must necessarily be varied, but the general prin¬ 
ciple always holds good. » 

An additional advantage of ckbt redempticfti should also 
be noted. All repayment tends to raise the credit of the 
State and to improve the basis for possible future hjans. 
A real sinking fund— i.e. one base'll on an actual surplus— 
keeps iqj the price of stock, though a fictitious one docs 
not.^ Each portion of debt withdrawn from the market 
reduces the amount available for investors, and though this 
cannot alter the permanent conelitions affecting interest, 
it yet improves the character of the particular stock. kVhere 
the debt is bel av par, redem|)tion by purchase at the 
market rate steadily brings it up to that [joint, when a new 
agency can be brought ii^to operation. 

^ 5. This is the [jioccss known as ‘conversion,’ by which 
a stock bcaring,:i given rate of interest is altered or ‘con- 
,verted ’ into one at a lower rate. We have seen several 
examples of its -use in England, hhance, and the United 
States,^ from the first conversion of lyiddown to the recent 
English conversion in 1888 and« the equally successful 

» 

• • 

* iJk. V. ch. 5, § 4. • 

* The very high price of English Consols In the period 1894 9 wa.s mainly due 
to their purchase by the National Debt Coinmi.s.sioncr.s, operating in a liinilcd 
market. See C^ften, ‘Consols in a ^rcat War,’ EionomicJournal^ ix. 35J sq. 

* 13 k. V. chs. 3 and 4 pa:siiH» 
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French one in 1894/ The principle is very simple, and is 
applicable to both public and private credit. A landlord 
who has a mortgage on his estate on which he pays S per 
cent, will naturally, if he can borrow the amount at 4 per 
cent;, give the mortgagee the option of talcing 4 per cent, 
instead of S„per cent., or of repayment of the principal. 
Loanable capital, like other commodities, will be sought on 
the cheapest terms, and conversion is only an example 
of the general tendency. Indeed, we may go further, and 
say‘that, where it is practicable, there is a duty imposed on 
the finance minister, who is the agent of the taxpayers and 
bound to consult their interest, to carry out a scheme of* 
conversion on the best terms. .Such a view does not, 
however, r^ommend itself to the fundholders, and where 
they form a, numerous cjpss very strong opposition to 
any measure of the kind may be expected.' 

As the method of conversion can only be effectively 
applied when stock is over par, it requires as a condition 
precedent a good state of public credit. Punctual payment 
of interest, adequate provision for debt redemption, and 
prudent administration generally will all assist in this work. 
It need hardly be added that the higher the original rate 
of borrowing the greater room there is for the employment 
of this agency, a fact which we found to be one of the 
strongest Arguments against the creation of a higher 
nominal capital than that really borrowed, but bearing 
low interest.® *■ “ 

Certain plai.n general rules hold good with reference to 
this part of finance. First, the capital of the debt should 
not be increased, unless for a sufficient consideration, as it 
amounts to an addition to the future burden. English 
conversions have for the most part been free from this 
mistake, but the offer in 1883 of ;{Jio8 of zj per cents, for 
♦ 

* In France, for example, conversion has not for this reason been attempted 
at certain favourable periods, V*^- nncli'r lh#» Ort#‘flnishCTr»v#»rnn\<*nt.«. and 
l>ctween 1878 aftd 18S3, 

* Bk. v^ ch. 6, § 5. 



^loo 3 per cents. \fas k d9ubtful step. Some of the 
French conversions, notably that of 1862, were tainted 
by it. ffcxt, it is desirable to - make the scheme sTmple 
and free from complicatAl stipulations, in order that 
it may be readily understood. A direct reductioi* ol 
interest, with, perhaps, a guarantee against further con¬ 
version for a period, is ‘on the whole the best. The 
fundholders will not of their own accord accept any 
plan of reduction ;• the motive power comes from the 
capital available elscwlftre, and therefore the plainer ^he 
offer, the better is its chance of acceptance. Thirdly, 
«t is well to choose the time for the operation carefully. 
The commencement of jhe period of returning prosperity 
that iftually comes some years after a commercijil crisis i-s 
the most suitable. Loanable capital is then jjbundant, and 
the rate of interest is low, so that the chances of succeeding 
are at their highest. Fourthly, there is an advantage ii: 
using the conversion to consolidate stock of different kinds 
as has been accomplished in several English cases bu( 
this consideration should not be carried too far, as it may bt 
essential to separate stocks bearing the same interest, bul 
issued on different terms, and in any case the operation wit 
deal with that part of the debt that bears the highest interest 
The funds set free by conversion are of course available 
either for the remission of taxation or for further redemp¬ 
tion. It seems, however, that the latter use is the prefer¬ 
able one. Gains from sRilful management of the debt are 
in justice to be credited to it, and their application in this 
way is, unless ^n exceptional cases, to be recommended 
*The retention of the fixed debt charge at .£28,ooo,ckx 
would have brought the pt-espnt English provisions foi 
repayment nearer to thfe position they should occupy. 

§ 6. Among the plaits .proposed for getting rid of a 
national debt, that of a general contybation by the holders 
of property has commanded most support. Kicardc 

* Those of 1746, 1751,and 1888 are examples. TheconversiSn of Ihc Krcncli 
per cents, is another good instandb. 
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declares that ‘ a country wotild ^ct wisely by ransoming 
itself, at the sacrifice of any portion of its property which 
might be necessary to redeem its debt,’ and Mill aHows that 
this course ‘ would be incomphrably the best, if it were 
practicable.’ ^ The objections are, however, overwhelmingly 
strong. Th^ method would place the whole burden on 
property-holders, as earnings colild not contribute to the 
extent that would in fairness be required. But all property 
is not equally disposable, and some of “it will at any given 
time be almost incapable of realisation. As a consequence 
this class of wealth would be sacrified, or its owners com¬ 
pelled to borrbw on far more onerous terms than the State* 
has to pay. In fact, the same ai^uments that prove the 
necessity of borrowing at times of pressure also prove the 
impossibility,, or at all evtyits the great inexpediency, of 
wiping out debt by a general contribution. 

The u.se, of capital in investments at a higher rate of 
interest has also been suggested as a mode of creating a 
surplus. Such a method really involves the action of the 
State as a capitalist, the danger of which appeared 'in 
connexion with the economic receipts,^ and, in any event, it 
is rather a mode of increasing state income than a simple 
mean.s of debt redemption. If the policy be justifiable, it 
is so quite apart from the existence of public liabilities, 
and it should be judged on its own merits. 

§ 7. It has often been pointed out that, altogether inde¬ 
pendent of the agencies already noticed, there are certSiiT 
normal forces in operation which tend to diminish the 
pressure of debt, and which will, in the future, make its 
redemption easier. The progress of society, so much relied 
on by Macaulay, adds to the national wealth, and makes a 
public debt, that once seamed formidable, of comparatively 
little importance. The progress of Great Britain in the last 
century would have' roduced the debt charge as it stood in 
1791 to a very small part of the present public revenue. 

' Ricardo. Works, 149 ; Mill, Prjncifles, Bk. v. ch. J, § 2. 

• » 3 k. ii. ch 4, S I. 
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Other countries show the sartfe phenomenon, and therefore 

there is some apparent force in tlic argument th^t the 
redempti?>n of debt should be postponed to a more season¬ 
able opportunity. In a country like the United States the 
steady increase of national wealth is sure to make the debt 
burden much lighter as time passes on. • 

But though this fact undoubtedly deserves recognition, 
it hardly supports the inference drawn from it. The repay¬ 
ment of debt is not a ^weakening of national (jower, jior. 
ought it to be a .severe pressure on the existing members 
of the society. Its amount should be kegt within the 
\>ound.s set by the extent of suitable taxation which would 
not pifss heavily on any ilass of taxpayers. The reduction 
of debt is, moreover, an effective aid to public Credit, and 
by its progress affords the imSans for reilufliig taxation. 
Again, as each period has its own charges to meet, the 
neglect of repayment will make the future burden at least 
equal to the increased resources. Such a policy is a 
dangerous discounting of the future, and the tendency to 
adopt it is one of the worst sym[)toms in modern finance. 
There is, it must be added, no sure ground for concluding 
that economic progress will continue indefinitely. Manj' 
possible cau.ses, .some of them in action at prcscnt.xnight 
bring it to a standstill. Jevons has familiarised jis with the 
idea that England’s prosperity depends on her coal supply, 
which must at some tim# be exhausted.^ This relation of 
industrial expansion to the pos.session of certain material 
agents points to the necessity of taking careful account of 
•the potential extent of these conditions of (rrogress before 
allowing the acctimulation of debt. We cannot foresee the 
precise line of economic change, but it is well to err on the 
side of safety, and provide for the liquidation of existing 
liabilities within a reasonable period. . . • 

Another supposed alleviation of *the pressure of state 
debts has been discovered in the progressive depreciation 
of money or,<n other words, change in the stanefard of value. 

* This important question is again exciting puWTc^interesU* 
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That the Australian and Californian gold discoveries had, 
amor.g other cqnsequences, the effect of making the real 
weight of public debts lightfr is evident enough. All 
depreciation favours the debtor at the creditor’s expense, but 
so does appreciation give the latter a like advantage. The 
mention of' this possibility shpws the weakness of the 
position of those who look to monetary depreciation as a 
source of relief. For the last twenty^years the weight of 
debt has been increasing, and we qannot say whether in the 
distant future the standard of value will rise or fall, so that 
no satisfactory conclusion can be based on its probable 
movement. But even on the assumption that depreciation 
will ultimately take place, it doe.s* not follow that the State 
will gain.Is it not likely that lenders will hesitate to make 
advances on a depreciating security, unless they receive 
compensation in higher interest for the risk they run f' 
There is 'in addition the objection that to count on this 
change is really to speculate on a defect in the standard of 
value. Neither on grounds of fact nor of equity can,we 
regard the relief of the state debt through depreciation 
as well established or desirable. 

§ 8. The distinction drawn between home and foreign 
loans- and the error of exaggerating its importance have 
been previously noticed. In connexion with repayment 
it has been said that a public loan held by foreigners is, 
when productively applied, an augmentation of the coun¬ 
try’s capital, and that its redemption is not desirable. Not 
to dwell again on the fact that the boundary between 
inland and foreign loans is not very easily determined) 
it may be remarked that the service of a loan consists in its 
application, not in the existence of the obligation. The 
advances made to the Australian colonies for railways were 
of service by allowing those agencies of transport to be 

t' 

' This statement is in accordance with Prof. Irving FishePs theory that 
appreciation of money tends to lower interest. See his appreciation and 
Intertit ; also Prof. Clarke’s articles, PJitical Science Quarterly^ x. 389 sq.^ 
xi. 249 sq., 493 sq.; and Marshall, Principles (3rd cd.), 673>4. 
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speedily built, for whiclf purpose the continuance of the 
debt is not needed. The real question at issue is ratlier 
between*the use of state funds for redenTption, or for fresh 
production, or again between raising loans to pay off debt) 
and leaving that wealth in the possession of the citKens. 
To settle this question the rate of interest and the probable 
effect of the other coursCs open must be duly considered. 
When gains are high the continuance of a loan at a low 
rate of interest may be expedient, but effective provision 
for repayment is the'best mode of securing loans ^t a 
low rate. 



CHAPTER VIII 


LOCAL INDEBTEDNESS 

« 

§ I. The rjpid increase fn the debts of local governing 
bodies has been noted in an earlier chapter as likely to 
give rise t^ serious financial difficulties in the future. A 
national debt, vrhatever be its evils, is open and conspicuous ; 
it is under the control of the government of the whole 
people, and is based on the total wealth of the country. It, 
moreover, has usually been incurred for objects of general 
intere,st, the ultimate value of which can be measured, and 
its treatment can be effected by public o()inion guided by 
judicious criticism. In all these respects local indebtc^ne.ss 
is less favoumbly placed. Instead of the single State, there 
are many bodies of very different character and importance, 
and with altogether diverse requirements. Each di.stirict 
administration borrows on the security of its special revenue, 
which may be adversely affected by local conditions. The 
expenditure of the innumerable loans is. very hard to 
follow, and intelligent criticism is almost wholly wanting. 
Sectional interests and jgnorance of financial principles 
h^ve the same influence on borrowing that they have on 
' taxafion and expenditure: they tend to lower the prob¬ 
ability of obtaining either economy or just distribu¬ 
tion. Under such circumstances it is the ,.more im¬ 
portant }o examine the chief features of the system of 
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local borrowing that I?as “Ifyreicl so widely in the last fifty 

years. 

§ 2. A# regards the fact of increase, there is the most 
positive and convincing evidence. In 1875 the local debt 
of England and Wales was ;f92,000,000. Six years later 
'it came to 144,000,000. By 1888 the total was 7^ 192,000,000. 
In 1891 it had become ;^fo 1,000,000, while in 1899 it had 
risen to £2^6,000,000, showing for the period of twenty-four 
years an annual increase of over £j,600,000. This general 
growth is made up of special increase.s, which in such'an 
instance as that of London are very striking. The melro- 
^jolitan debt, which was only ^^21,000,000 in 1875, touched 
on ;£^5 i, 000,000 in 1899,.showing a steady advance in the 
last twenty-five years. , 

The Irish and Scotch local di^bts, though iijsignificanl in 
comparison with those of the I'.nglish towns, are also 
becoming greater, and are now over 7^^50,000,000^ 

Other countries show the saine.tcndency. 1 he debt of 
the French communes (excluding Paris) has risen from 
7(13,600,000 in 1862 to nearly 7(23,000,000 in 1S69, audio 
;^30,300,000 in 1878. In 1891 it exceeded 7(S4,ooo,ooo; at 
the end of 1900 it was .^59,670,000. The Tarisian debt is by 
itself a formidable sum. In 1870 it was 7(59>®ck),ooo. In 
March 1890 the various debts of the 1 * ranch ca])it:?l were 
7(75,000,000, and at the close of 1900 they were ;^94,350,ooo. 

Many of the Italian communes are also increasing their 
debts. At the close of*1896 the total due by them was 
over 7(48,000,000, though this amount was small compared 
with the debt o*f the central government. 

* A great development of local (and particularly urban) 
debt is also to be found* ii» the United States. As 
Professor Adams has 'pointed out,* the great creation of 
municipal debts was afttr the opening of the Civil War. 
He estimates the total indebtedness «f fhe smaller diviflons 
in i860 at $100,000,000, of which over one half was due by 
towns having over 7 > 5 *^ inhabitants. Ten years later (1870) 
' Public Debts, 343 sq. 
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* ^ • « 
this liability came to $515,800,600, in 1880 it had further 
incre,ased to $822,100,000, while in 1890 it had grown to 
$906,200,0006 ‘ * 

§ 3. The causes of this general movement are not diffi¬ 
cult to trace. Local, like national, borrowing is dependent 
on the existence of favouring conditions ; and these are to 
be found, first in the greater power conceded to local bodies, 
or rather in the extension of their administrative func¬ 
tions during the 19th century. Ano'cher cause is the far 
larger amount of disposable wealth seeking investment, 
and the natural desire of its holders to get good security, 
and this is undoubtedly afforded by most public bodied. 
Thirdly, the needs of city life call for the creation of works 
involving, much capital outlay. Drainage, water-supply, 
lighting and "transport agencies, have, at the lowest, a semi¬ 
public character, that has led to their being in many 
instances placed under the suitable regulative body, which 
had to employ its credit' in order to procure the required 
funds. It is in this last respect that local and national 
debts present the greatest contrast, though some of the latter 
have been created in the same way.^ Defenders of the 
modern system of local borrowing point to the valuable 
estate formed by its use. Waterworks, gasworks, tramway 
lines, and market buildings may all be looked on as sources 
of revenue, which, after meeting their liabilitie.s, will iii some 
cases give a surplus for other objects. The element of 
truth contained in this mode of regarding debt has been 
already considered, but it is here desirable to indicate the 

* The following table shows the comparative indebtedness of the several, 
divisions in 1880 and 1890 respectively :— 

iJiSo: 1890. 

States . $297,244,095 $228,997,389 

Counties . #.124,105,027 145,048,045 

, Municipalities ... 684,348,843- 724,463,060 

f School Districts' 17,5^,682 36,701,948 

It thus appears that state indebtedness is declining, but that of the smaller 
divisions is increasing, though this advance has been checked in rwent years by 
legislative restrictions. 

* Prussia, Austria* Hungary, Russia, India, and the Australasian colonies may 

be given ^as Instances. ^ 
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qualifications to whicti it^s subject, granting the superi¬ 
ority of ‘reproductive’ over ‘unproductive’ debt, i^ docs 
not follSw that the former is in itself* desirable. That 
public property, if revenue-yielding, is an asset to be set off 
against liability- has been already e.xplained. VVli^ther 
either item should be preserved in the financigl system is a 
distinct and separate question. Thus the various municipal 
industries are obviously a great aid in meeting the local 
debt charge, which,*however, e.xcept for them would hardly 
have existed. The real point at issue is the expediency, 
socially, economically, and financially, of the conduct of such 
industries by public authorities. If public*is superior to 
private management, a»financial gain may be looked for, 
though it by no mejns holds good that all profitable indus¬ 
tries should be taken up by the public powers.* 

There are .some further considerations which tend to 
limit the u.se of borrowing for this purpose.. The loan 
system involves the interposition*of the credit of a public 
body between the lender of capital and the actual invest¬ 
ment. Whether gas or water works be economically success¬ 
ful or not, the interest on the debt incurred for them has 
to be met. Such investment may prove to be profitable, 
but, on the other hand, it may be unsuccessful, and^ in the 
latter case the burden falls on the contributors to the 
particular revenue affected. It is in this undertaking of 
risk that the borrowing^system appears to show its weake.st. 
sfde. Speculation is a task altogether unfit for public 
bodies.® In another way the local revenue may suffer. 
The absorption of a class of industries into the public 
property reduces the amount of private wealth available for 
taxation, and ft is quite postiible that the loss in this way 
may exceed the supposed gain qp the working of the indus¬ 
tries. The burden of proof rests on those who favour Uie 
process of forming a municipal dontain, and they are ^ound’’ 

’ Cp. Uk. i. cli. I,J 2 f<*f the limitation of public activity in this respect. 

• This is tile really crucial poipt in connexion with the vexed question of 
municipal trading. 
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to establish (l) the strong probaloility that the community 
runs no financial risk, and (2) the superiority of their method 
to all alternative ones. The control of special industries, 
as indicated when considering the industrial domain,* is a 
les.S pretentious but in many cases a more effective 
method. 

§4."But though the policy of using public credit in a 
systematic way for the establishment of profit-giving in¬ 
dustries should not be hastily adopted, and, if attempted, 
should be kept within comparatively narrow limits, there 
nevertheless remains a legitimate field for local borrowing. 
The needs of any modern community are such as to make 
increased expenditure unavoidable, and that expenditure 
is largely devoted to the supply of educational, sanitary, 
and social requirements. iSchoolhouscs, baths, drainage, 
libraries, and museums have to be provided by heavy 
immediate^ outlay, and as under the circumstances they 
cannot directly yield a revenue, it falls within the province 
of the public power to take them in hand.^ The economic 
conditions impose the necessity of getting such works done 
quickly, as otherwi.se the earlier expenditure would be for a 
long time u.seless. Loans are accordingly the only avail¬ 
able means ; for taxation must be kept within bounds, so 
as not to swell up the net revenue of a single year. 
The burden is by this contrivance distributed over the time 
during which the works are of .service, or at least over a 
fairly long period. 

A great deal of modern local debt has, been incurred 
for such objects, some of which, e.g. waterworks, pass . 
imperceptibly into the strictly reproductive part of local 
expenditure. In the case of London, for example,'almost 
the whole of its liabilitjies has been so created. Paris 
iq like manner borrowed for the ‘ improvements ’ of the 

* Either by special taxation or the sale of concessions, Bk. ii. eh. 3, § 6. 

’ Even on the assumption that Adam Smith’s ideas as to the limits of state 
action should be observed, ‘ The duty of everting and maintaining certain public 
works ’ is one of those prescribed by him. Wtalth of Nations, 286. 
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second Empire, and to itpav- the damage of tlte war of 
1870-I. 

This ptocess of anticipating revenue h.fs greater justifi¬ 
cation in the case of a local than in that of the central 
government. The former deals with a smaller revemien on 
which any extraordinary outlay will have greater effect, and 
it is restricted in its taxhig powers, while the national 
government can more easily distribute its outlay from 
year to year, and iJbssesses full control over its means of 
revenue. As a general’rule, therefore, it is true that lofins* 
are a convenient, indeed an indispensable, part of the 
•financial machinery of the smaller Kalics. • 

§ 5. The forms or clajjsc-s of hjcal borrowing may next 
be consjdcrcd, and here also its dirference from that of 
the State is noteworthy. The ^bsence of sovereign power 
brings the town or district more nearly on a level with 
the industrial or trading company, while its necessary sub¬ 
ordination to the central governuient makes control and 
regulation by the latter expedient. Just as local expen¬ 
diture and taxation need the watchful care, and at times 
the restraining hand, of the sovereign,* so does local 
borrowing. There is, besides, a financial benefit in the 
interposition of state credit to assist the smaller sub¬ 
divisions. Local loans, therefore, fall into two clas.sLs, viz. 
(1) those raised directly by the borrowers, and (2) tlio.se 
obtained by advances from the State. The former until 
recently gave evidence *of the undeveloped character of 
local credit. Mortgage loans or floating obligations were 
the usual forms. Now, however, the funding .system is 
making rapid v^ay, and nearly every important town has 
its consolidated -stock, modelled on the type of the national 
debt. Corporation stocks form a distinct class of securities 
in the money market, and command a good price. This 
higher organisation has the great of procuring 

loans on better terms, and of bringing the amount of 
borrovvin*g Jpefore the (jublic. So long as tly: debt of a 

■ For expenditure and taxation, cp. lik. L ch. 7, § 7, and Bk. iii, ch. 6, § 8, 
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town or district is broken up jntocseviral separate kinds its 
real amount is hard to ascertain, and it may be increased 
without attracting, notice. t 

Local stock is sometimes redeemable by annual drawings 
(like the French 3per cents.),or, moreoften,it is automatically 
worked off by a sinking fund, the established method in the 
second class of loans—those provided by the instrumentality 
of the State. For very small divisions the issue of separate 
stock would be impossible, and any ordinary loan could 
onl)' be obtained at a high rate of interest. The central 
government can, without inconvenience, make advances in 
such cases, and arrange for repayment by instalments at, 
suitable times. In Great Britain the Treasury acts as the 
intermediary, and makes the advances from capital, f/hich 
is really a part of the national debt.' ' Belgium also has a 
special fund for this purpose, and in Germany the fund for 
invalids—one of the assets of the Imperial treasury—has 
lent more fiian;^ 10,000,000 to the Gemeinden. The conve¬ 
nience of thus providing local bodies with advances on 
reasonable terms is very great, while at the same time it 
enables the central government to exercise effective 
supervision over the borrowing so conducted. 

§ 6. Repayment of local debt has to be regulated in 
accordance with its general features. As it is generally 
incurred for objects that are useful, or at least assumed to 
be so, the time of redemption ought to be adjusted to the 
duration of the utility created. Some improvements qre 
much more speedily exhausted than others, and it cannot 
be well to have a debt charge which represents no present 
benefit. Again, local debt does not ordinarily arise from 
any pressing emergency. Its use is rather to get the work 
quickly completed, and therefore a sinking fund that will 
remove the charge withfti a definite number of years is 
olten serviceable, since at the conclusion of the term new 
objects of outlay can be dealt with in the same way. The 

* The separation of the local debt carried out t>y Lord Goschen marks this 
very cluarly. 
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larger bodies may preTer the i^sue of stock, redeemable in 
parts or by annual sections, or even take tlie chance of 
further reductions of interest, and the pow^r of convel-sion 
thence arising.^ The dangtr of this course lies in the 
possible neglect of the necessary provisions for repayment, 
and in the undue accumulation of debt. A sinking fund 
that makes repayment compulsory has decided*advantages. 
A difficult question, however, arises in connexion with the 
determination of the»proper pericid for redemption. If it is 
very short the immediart; taxpayers suffer, while their sac- 
cessors in after years are free from the burden. When a 
longer time is fixed the pressure may fall chiedy on those 
who hold leases extending over the time, leaving the benefit 
to a rA'ersioner who has perhaps contributed nothing to the 
payment of the char^e.^ This failure in just distribution 
is, however, primarily a question of taxation. We have 
seen that local charges should be distributed on different 
grounds from those that regulatq general taxation,^ and 
that the chief reasons for making this distinction are the 
predominance of the economic clement in local expenditure, 
and the necessity of taking the several interests benefited 
into account. The use of loans enables a just distribution 
to be more closely attained, since future interests come 
under liability as they are realised, but at the sam4 time 
their service in this respect must be subordiiurtc to their 
general working. Direct taxation of reversionary property 
may also be desirable, though this course is limited by 
serious difficulties. A still better way of reaching justice 
is to maintain S. steady policy with regard to expenditure. 

* By so dividing outlay as to keep it in a nearly constant 
proportion to the rateable table of the wealth liable, it is 
clear that in the great Bulk of cases the partition of charges 
between holders of projaerty at dTfferent times will not be 
an unjust one, though some excejitiiJnal instances may 

^ Many ihc larger British towns arc favourably situated for this purpose. 

* Cp. roiitical J?coHomy, 629 -31. 

3 Cp. Bk. iii. ch. 6. § 5, • 
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occur. Very heavy and irregul&r expenditure by means 
of loans will be almost certain to cause serious practical 
grievances, which would, however, also be found if taxation 
were employed in the same way. 

§' 7. Up to the present our attention has been chiefly 
directed to the urban and smaller rural divisions, and they 
are no doubt the most important. But the indebtedness 
of intermediate bodies, such as the English Counties, the 
French Departments, the Prussian and Italian Provinces, 
and on a higher scale the German and American States, 
deserves some notice. Special conditions have prevented 
the counties ih the United Kingdom from coming forward' 
as borrowers.^ A different reason has closed the loan 

•r 

market to, the American States, but there are general 
causes for the smaller development of provincial borrowing. 
The works of utility for which local debt has been incurred 
are for the most part confined to small areas, or are of 
national im[)ortanco. They fall either into the hands of 
the State or into those of the commune. The duties of the 
province arc such as can, generally speaking, be met out of 
revenue. 

It would, however, be going too far to conclude that 
there will be no expansion of this kind of public debt in the 
future!'^ In relation more particularly to transport, there is 
an opportunity for creating or purchasing railway lines or 
canals of secondary importance, as in other instances there 
may be one for an extension of public forests. The Gerrrfan 
States show an example of the former which is also found 
to a smaller extent in the French Departments. Arterial 
drainage or reclamation of waste land might also be carried 
out in the same way, and the loans for such objects should 
be governed by the same principles as those applicable to 
ifiunicipal debts. So much depetids on the future course 

* 1 he County Councils will probably in the future make greater use of their 
borrowing powers. 

* It is quite possible that the ‘ intermediate’ Ijpdies (cp. Bk. i: ch. 7, § 5) 
will grow in relative importance. See Prof. Marshall’s' suggestions in 
Afemoran^a^ isr^c, [c. 9528], 123- 4. 
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of political movemenf thJt np prediction is possioie ; but 
for finance it, is sufficient to dwell on the necessity of • 
applying»the same rigid tests to all classes of borrowing, 
and to insist on the danger of its undue use. 

§ 8. The great importance of adequate control by‘the 
central government has been already indicated, but it is 
desirable to again lay emphasis on the point. If e-x- 
penditure and taxation cannot be safely trusted to adminis¬ 
trators who may be'led astray by ignorance and irrejudicc 
still less can the power (?f mortgaging the property of those 
under their rule. For tin's reason rigid supervision is 
^exercised in most countries. Local bodies Tn the United 
Kingdom can borrow oidy by a sjjccial legislative act, or 
after a semi-judicial inquiry by ollicials of the^tate. In 
France authorisation is in like nijiuner needed/or communal 
and de()artmcntal loans. The American State constitu¬ 
tions often place limits on both St,ate and ^ nnmicipal 
borrowing powers, and tlic latter are also regulated by the 
State legislatures. The convenience, indeed the necessity 
of some method of the kind is obvious; without it a 
numerical majority of the inhabitants of a district, per¬ 
haps possessing little monetary interest in its future con¬ 
dition, could burden all the holders of property and future 
residents with ,a load of debt. Heavy taxation soon 
brings a remedy in the impatience of the taxpayers ; but 
borrowing is, for the time, an agreeable process whose evils 
arif only perceived later on. riuis the creation, the 
amount, and the mode of repayment of debt all stand in 
need of due regulation by the supreme authority of the 
State. The method employed will of cour.se vary with the 
particular circumstances, bfit ft seems best to reduce the 
system to a set of general -rules, limiting the amount 
obtained to a certain proportion of the taxable valut^* 
requiring definite reasons for the issue 6f each distinct foan, 
and providing for a sinking fund, or other effective means 
of repayment, within* no very distant time. »These con- 

^ Two years’ valuation is ilte limit in British and Irish towi^. 

• 3 A 
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ditions are all insisted on by thfe English Local Govern¬ 
ment^ Board, and they seem to be necessary for the pro¬ 
tection of those concerned. A direct appeal to the central 
legislature is the proper way of dealing with exceptional 
cas6s when they arise. 

The character and scale of the particular bodies con¬ 
cerned should, further, be taken into account Temporary 
loans by a large city, repayable on demand or within a 
short period, must be soon met out of taxation, and they 
may be allowed under the same rules as those controlling 
the taxing power. There is no need for the same constant 
check as that'’essential in the case of small areas. ' 

This power of regulation and irs efficient exercise show 
the real unity of all public liabilities. Whether contracted 
by the State-or by local sidministrations, they result from 
the u.se of the credit obtained through public property 
and the power of taxation.' Their examination, therefore, 
must be conducted on the same principles, and their effects 
must be combined to form a proper estimate of the true 
financial position of the country. 
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auditors and compt»oli&rs in accordance with*a series o( 
Acts dating from 1785? th« latest of which was passed 
in iSg/^ Tfte original idea that thcj Treasury *vas tJ 
be the sole department {oncerned with outlay has been 
gradually nJodified. Disbursing officers have been found 
necessary, and the investigation of claims has rc(juire3 the 
establishment of a specioJ court* . 

^ 7- Distinct from .the control over issue and quite as 
necessary is the a,udit of accounts. There is little advan¬ 
tage in preventing ui^uthorised payments to departiqeiits 
if they after\^ards mi.sapply the funds received for specific 
, purposes. To guard against this danger another duty has 
been placed on the Comptroller- and Auditor-General, whc 
in tfiis second capacity'is bound to discharge the duties ol 
the Board of AudiJ: whose place he has taken, just as it 
superseded the inefficient aucTit of the anctent Exchequer 
The work consists of two distinct parts—viz. (i) the verifi¬ 
cation of the accounts\i order to see that 410 iinpropci 
expenditure in the ordinary sen.st has been incurred, and (2] 
the appropriation audit, which inquires into the applicatior 
of the funds and its conformity with the directions o 
Parliament. 

This latter check, first applied to the navy expenses ir 
1832, was extendec^ to the army accounts in ^1846, ant 
became general in iii66.^ The Auditor-General is bound 
within a limited period to report to Parliament on the 
l^esults of his inquiry ..noting any irregularities that he has 
discovered, and as a final barrier to rni.sappropriation the 
Committee ®f Public Accounts goes over the expenditure 
again in a close and critical manner. Under such con¬ 
ditions no grtat departijre from the line of expenditure 
marked out by the ljudget can escape notice, though petty 
errors and small illegal payments are not unknown. The 

' 5 or an admirably clear account of the sy.stein see Adams, Finance^ 
193-200. See also the articles on ‘The Control of National Expenditure*,* 
by E. I. Renick and N. H. Thompson. Political Science Quarterly^ vi. 
248-281^ and vii. 468-489. 

* Todd, Parliamentary Gover^tmentt ii 57 sq. 
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weakest points of the system atfe (ji ) the fact tliat the 
Auditor-General is only an admifiistrative official, and (2) 
the absence of an^sufficient sanction to support thj rulings 
of the auditing bodies, who can'only report to.Parliament 
the outcome of their investigations and thS errors that 
they have discovered. 

The United States Congress h^ long preceded England 
in this line by appointing in 1814 ^ Committee on Public 
Expenditure, to which other committees for separate de¬ 
partments were from time to timev.added.^ Ovijing to in¬ 
efficient bookkeeping and undue extension tof credits the 
detection of erroneous applications of funds was not easy, 
and a good deal of entirely illegal expenditure escaped 
notice. Absence of unity in the 'financial administration 
showsits effects even in this apparently lyiechanical partof the 
system, by coniplicating the forms of the public accounts.^ 

The control of the finances in P’rance is assigned to an 
irtdependetV; body, the Cour des/Comptes, which examines 
the accounts judicially, arid also reports to the legislature 
on any infractions of the law of the budget. The former 
power was bestowed on it by Napoleon I. at its creation in 
1807; the latter was given in 1831. The two functions 
broadly corresponcf to the two duties of the Comptroller- 
•and Aucjitor-General, but the French court differs in being 
a judicial body, not an administrative official, though' its 
independence is perhaps less solidly guaranteed. When 
. combined with the internal audits pf the several ministries 
and the legislative control that the final law of the budget 
gives to the assembly, it would seem that the mechanism 
of the French system is hardly susceptible of much sub¬ 
stantial improvement.* ^ 

Other Continental countries have, followed the French 

< r 

^ According to Adams, ‘ The HSuse of Reprfsentatives has not seen fit to 
continue its experiment with^what perhaps may be termed a legislative auditing 
committee.’ Finance^ 2^. 

* Wilson, Congressional Government^ 175; also Bolles, Financial History 

(1861-1885), 523oq. ‘ 

• Stoutm, Le Budget, chs. 28 and 29. 
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modef, but with cert«in*useful modifications due to English 
example. The Prussian ‘Court of Accounts’ holds in- 
quiriespn the spot, and is not limited (as in France) to the 
examination of documetTts submitted to it. The position 
of its President nearly resembles that of the AujJitor- 
General, and its procedure is often administrative. Several 
countries give their‘Courts of Account ’ a pretcnti^e control 
over issues of money.and greater latitude in dealing with 
cases. Such variations do not at all affect the general truth 
that the conditions ofta proper audit have been established 
in all civili.se# countries, and only require the c.vistence of a 
sound constitutional sentiment in the legislature to make 
them effective. 

J8. With the verification of the ptiblic accounts and the 
establishment of tl»eir conforqiity to the la\\^concludes the 
cycle of processes relating to a financial period. In this 
and the preceding chapter we have shortly noted the work¬ 
ing of the financial maciNie without entering ifito questions 
of constitutional law or administVativc practice, and regard¬ 
ing simply its effect in securing the best application of 
revenue to expenditure. It but remains to again lay em¬ 
phasis on the fact that good finance^ cannot be attained 
without intelligent care on the part of the citizens. The 
rules of budgetary legislation are serviceable i> keeping 
atfministration within limits; but prudent expenditure, 
productive and equitable taxation, and due equilibrium 
between income and* outlay will only be found wherd 
responsibility is enforced by the public opinion of an active 
and enlightened community. 



CHAPTER IV , 


ADMINISTRATION AND CONTROL IN LOC/*l^ riNAiNCB 

§ I. The characteristic features of local finance have 
already been sufficiently described/ but, owing to «the 
increased importance of municipal adipinistration and the 
greater activity'of the smaller governing bodies, it is desir¬ 
able to consider briefly the financial mechanism most appro¬ 
priate for tlwir efficient working, r^'well as the way in which 
actually existing systems' have been developed. In this 
connexion the chief distinguishing circumstance as regards 
local government is its subordinate position. The rules of 
the budget are, so to speak, set by the State to itself. 
Just as the sovereign can arbitrarily determine his expend- 
■ rture, use compulsory power for the l^vy of any taxes that 
he desires, and decline to pay either the principal or inteitst 
of the wealth he has borrowed, so is he legally free in 
•respect to the mechanism that he employs and the accounts 
that he renders. Necker’s Compte Rendu was regarded as 
an act of grace on the part of the King, and, indeed, it is 
only the gradual recognition of society as a force behind, 
and superior to, the actual goverpment that has supported 
, the constitutional rules of m'odern States on the subject 
of, financial procedure. ' 

It is evident that.tfoe municipality or district is„in a 
different position. Hts powers are, legally, the result of a 
delegation, arjd it may be compelled by due proppsa of law 
> See s%pra, Bk. i. ch. 7 ; Bk, Uv ch, $; Bk, v. eh. Is. 
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to account for its fAoceedings in regard to expenditure, 
levy of taxation, or borrowirig. The preponderating weight 
of the economic element in local goverwment also tends to 
assimilate its financial mechanism to that of an industrial 
company. The corporation of a city might almost bf de¬ 
scribed as a ‘Paving, Drainage, Water-supply, Lighting, 
He,plth, and Police-protection Co.’ As a ifecess^ary con¬ 
sequence, there are oertain general forms in which the 
finance of local bodies will, usually speaking, be 
moulded,-and certain limitations will naturally be im|3«sed 
by the centrJI authority. It is this side of local finance 
that is just now in most urgent need of at^iJiition. 

§ 2. In the course of historical development, we find the 
free*cities of Italy and Greece brought under the centralis¬ 
ing power of RofAC, and, iy particular, vfe notice the 
financial restraints imposed by imperial mithority.' Ex¬ 
penditure and taxation were both rigidly controlled by the 
officials of the State. P^dalism presents a \’t:ry different 
picture. The absence of a strong official body and the 
general disintegration of authority led to the comparative 
freedom of local governments from financial control. Such 
action as was taken by the King was occasional and spas¬ 
modic, so that the towns really developed a particular kind 
of quasi-private economy, and managed their finances a* 
suBstantially independent corporations. Even.the establish¬ 
ment of the centralised monarchies towards the close of the 
fifteenth century did nat at once produce a decided change.* 
It took a long time to build up an effective administrative 
organisation,*able to deal thoroughly with local privileges. 

In England the establishment of the Elizabethan Poor 
Law gave new^power to tjie ^smallest local unit, the parish, 
which bad the duty of maintaining highways, as^ also ^he 
support of the Churcf\, placed dh it by common law. Uut 
the «nly controlling force was th« .action of the Court*, 
proceeding by indictment or by the "issue of particulai 
writs. "The town corporations were similar^ placed, anc 

* Supra, i. ch. 7, 8 4t andJlury, Student's Roman tmfire, 440 2. 
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thus the financial arrangements werer allowed to fall into 
a condition of confusion and extreme irregularity. A first 
step in reform wap the great Poor Law measure 1834, 
which gave the Poor Law Comniission control over Union 
finance. Other measures, e.g. the Public Health Act 
(1875), have introduced regulations for the limitation of 
local debt and the presentation of proper accounts. The 
latest steps are those made by the Local Government Acts 
for England (1894) and Ireland (1898). . 

The regulations of the Ancien Regime were replaced in 
France by the Napoleonic system, with its rigorous super¬ 
vision of the Communes and Departments. Though some¬ 
what mitigated by later legislation^^ the French system is 
still one of administrative tutelage. Italy, Spain, “and 
Portugal follow the same method which applies directly to 
financial administration. 

Germany (and Prussia in particular) is somewhat diflfer- 
ently placed. The older bureaC^-racy has yielded part of 
its power to the local bodies, and further development in 
this direction may be expected. 

In the United States the treatment of local government 
on its financial side is necessarily varied, owing to the 
distinct types of local institutions,’^ and to the fact that each 
•State has full power in dealing with its local governments. 
There is, hov'ever, a pronounced general tendency towards 
restricting the financial power of municipalities by legisla- 
‘ tive regulation, to be enforced on application by the courts. 
America, like England, has only the rudiments of an ad¬ 
ministrative law, and has therefore to trust to judicial 
remedies. 

■ § 3. The several problems of the national budget ought— 
SQ it would seem—to present themselves in respect to each 
local body, but it must be remembered that the work of these 
, small units is much mefre administrative than legislative, or, 
more accurately s{ 5 eaking, that the principle of the separa- 

-ib 

^ Go<>«inow, Comparativt Administrative Latu^ \ 271, 

• See ^ryce, American Cemmonvjea/iA, ch. ,48. 
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tion of powers does not appl;^ in local, as it does in central, 
government *110006, the first step of tlic budget—the esti« 
mate of^xgenditure and receipts for the Snancial perfod will 
be made by* responsible subordinate tjfificial and placed 
before the members of the governing body. Such is* the 
usual course'in the Poor Law Unions of the United King- 
doVii and the smaller municipalities. When the dfities are 
more considerable, and'the funds handled of large amount, a 
special finance coihmittee.is formed, and the estimates of 
expenditure tjade by other committees consolidated by it, 
and also an equivalent amount of revenue provided by a 
' duly calculated rate. In fact, the most developed local 
budget is, so far as its»establishment is concerned, some¬ 
what like the rather crude system of the United States.' 
The chief reason is, of course, fhc jusf-menWoned adminis¬ 
trative character of local government, but it is also due to 
its more limited field of njprk and the overshadojkving power 
of the State. A local body has.only to deal with certain 
definite lines of expenditure, and must keep its taxation 
within limits both of form and amount. Another influence 
which prevents the full development of the local budget is 
the specialisation of the funds with which it deals. The 
State can insist on unity in its budget system, but the^ 
locality has to present different accounts for* distinct 
branches of expenditure. Its highway rate lAay be differ¬ 
ent from its water rate, as a general improvement rate may 
bfi distinct from cither. In England there is the further 
probability that separate bodies may administer different 
services. The Corporation, described above (§ i), may have 
beside it a ‘ Popr Relief Co.,’ and a ‘ Free Education Co.,’ 
in the shape of ‘ Guardian®’ and a ‘ School Board.’ A true 
budget could be secured only by combining these severtil 
heads of expense with the parallel receipts. * 

Recent legislation has done much for^ the United King¬ 
dom injhe direction of greater simplicity and uniformity 
as well as in securing fuller publication of fin^ftcial arrange- 
^ * SuprOf ch. 2, § ^*antl Adams, Fitiance^ 125-9. 
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* merits. The general Borough rate,,for towns and the Poof-^ 
rate (very improperly named) for counties are. the principal 
charges, and they both admit pf definite statement and 
simple explanation. Thus it may be said-, that, when , 
properly co-ordinated, local government can ^ave its series 
of budgets, each arranged for the suitable body and pre¬ 
pared incorrect form. ' • 

This result is attained in France by the regulating hand 
of the central government, and is being gradually accom¬ 
plished in Great Britain. Specialisation of funds has to be 
retained in order to secure just distribution, Isut this need 
not hinder the ostablishment of a formal unity in the pre- ' 
sentation of accounts. . 

The proper financial period is beyond doubt the same as 
that selected by the State. > This has the immense advan¬ 
tage of permitting the combination of the national and 
local budgets for statistical and ^::dministrative purposes.' 
It also facilitates criticisrp of the course of local finance, 
and calls attention to any decided change that may have 
taken place. 

§. 4. The voting of the budget, which is so important 
a matter in the n.jtional legislature, necessarily occupies 
a minor part in local finance. Assuming that expenditure 
“has beeii properly incurred, provision must be made, to 
meet it, and generally speaking, this has to be done from a 
prearranged fund. The local body that refuses to levy a 
requisite rate may be forced to db so by legal penalties, 
or be superseded by administrative action, while the 
political effects that follow from a refusal of the central 
budget are wholly absent. Thus this part of finance is 
4 ‘pparently a piece of ordinary routine. It would never- 
theless, be dangerous to press this conclusion too far. Wise 
criticism of the local finances is most effective as a check on 
" futurq,rash expe^iditu're, or as a hindrance to undue borrow- 

^ British local finance has become much more inteUigtblo,.since financial 
year has been arrkt^ed. 's 
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ing. When a local 8ody has .some discretion as to objects 
of impbsitior^the budget needs more careful inspection in 
order t<> secure the best selection of tax^s, but in any case 
it is only Ryjough discussion of the accounts as a whole 
that the body of taxpayers can be brought to conside? the 
financial position of the local government in which they 
are»interested. 

Similar considerations apply to the separation of the 
items and the asjilgnment of the charges peculiar to the 
period. Though not So important as in national finance, 
they should ^ot be neglected. More particularly is this 
the case with regard to the division between ‘ capital ’ and 
‘ revenue.' It is .so easy to place exjienditure to the account 
of capital, while receipts of the same kind are treated as 
revenue, that vigilat^fce in this respect, thougl? unobtrusive, 
is most serviceable. This caution is more needed when 
a local government pt^esses large economic revenue.^ 
Here the temptation to Ixagg^rate the receipts and to 
limit allowances for depreciation and renewals of capital 
is so great, that the accounts demand the most vigilant 
scrutiny.^ Perhaps the best safeguard would be the insist¬ 
ence on a .separate capital account /or each head of 
trading busine.ss, but even this could in practice be evaded 
by ^charging expense;! to other heads. * 

§ 5. Whatever be the safeguards that enli^itened local 
opinion may provide through its exafnination of finance, 
there remains the absofbte necessity for control and audit 
by external authority. The most elementary step in this 
direction is tfiat of making members of the local govern¬ 
ment liable for any illegal expenditure that they have 
sanctioned. This method of ‘surcharge’ applied by the 

Courts 6r by official* auditors hinders the grossest mis- 

• 

* Se* Bk. ii. especially ch. 2, g§ 5, 6, 18. 

*The movement in England towards what is ci^ed ‘municipal trading’ 
has greatljmcreased this danger. See Row-Fogo, ‘ The Statistics of Municipal 
Trading,’ Jmrnat, xi. 12-22. 
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application of funds. It is analogous to proceedings against , 
company directors or agents for fraud on slvireholders or 
principals. , • 

This check is, however, much increased in effcfency when 
specfel provisions are made as to the amount of funds to be 
raised and thejr application. Thus rules directing that the 
annual rhte shall not exceed a cerfain amount in the pound, 
that borrowing shall not exceed so‘many years’ valuation 
of the area charged, that expenditure foi- a given purpose 
shall not exceed a specified amouht, have the ‘effect of 
tightening the control of the Court or fludit<?r who has to 
deal with the matter. In this respect there has been a * 
decided improvement in the last twenty-five years, ^he , 
rules prescribing and limiting local expenditure have been 
improved in fcwm and sub^iance, whill the machinery of 
audit has been strengthened. Though defects undoubtedly 
still exist,* they are being graduaUy removed. 

§ 6. There remains, however, me great difficulty of deal¬ 
ing with discretionary outlay. So far as the tasks of local 
government are assigned, the administrators may be re¬ 
garded as ‘ harnessed —to employ Gneist’s conception—for 
the public work. Bt is when the element of choice comes- 
in that the problem begins to be serious. If local govern¬ 
ment is to be a reality there must be bpportunity given ,for 
mistakes, and'"these mistakes will injuriously affect the tax- 
, payers concerned. If a town authority takes up the water¬ 
works, tramways, electric lighting, a'hd telephone service of 
its district; if it, in addition, provides parks, libraries, and 
baths, and, further, supplies public amusements on a liberal 
scale, the financial results may not always prqve satisfactory, 
and it then becomes a practical question to determine whether 
' thfase who actively dissenjed from the policy in question 
should be sufferers in^ consequence? of its failure. Mere 
‘rules as to audit*ar| quite ineffective in such a case. ‘ The 

' The audit ofsihe accounts of English boroughs is unsatisfactc^V as it is 
conducted by elected auditors. See on ‘MunicipSi 'ftading’ (305, 

1900], I37-;4I. The Irish system is, in this.respect, better. ^ 
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only ^equate safeguard is a peremptory limitation of the 
sphere of local activity* coqpled with such regulations as 
will provide 4 gainst the more extreme fcyms of mismanage¬ 
ment. Tl|p fact that thtf loss in such a case as that sug¬ 
gested wouW falf on a few is, in a sense* an aggravation of 
the evil, since it is, in^Bentham’s language, ‘concentrated.’ 
There is here accordingl;^ need for a special f(irm of control, 
which may perhaps bf called ‘ political,’ as it is to* be used 
at its discretion Ijy the central power, which would, after 
inquiry, readjust the bj^rdens incurred. 

Finally, forjlocal^as for central finance it is essential to 
dwell on the need for intelligence and vigilant activity on 
the part of those concerned. The ratepayer must watch 
the proceedings of thosb who direct his affairs, and if he is 
wanting in this respect, he must blame him-sglf, in part at 
east, for any unfortunate result. It is oifly by pressure 
liligently used by the better citizens that the finances of 
own and country dist^;cts can be kept up, to a hi^Ti 
tandard. 
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